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A Latin American View of the 
Making of Public Policy at 
Export-Import Bank 


By Heliodoro Gonzalez 


























The Export-Import Bank of Washington holds a peculiar place 
in the affections of Latin America. There are several reasons 
for this: 

First, the Bank came into being when the capital markets of 
the world were virtually closed to Latin America, so that there 
was no other place to go to. Under these circumstances, even 
the willingness to hear his case could not fail to win the gratitude 
of a hard-pressed Minister of Finance or an ambitious Minister 
of Fomento or even a President. And in an era when the 
anguished cries of creditors holding defaulted dollar bonds filled 
the air and threatened to obstruct any form of assistance, the 
existence of an institution which would heed Latin America’s 
current need rather than flog it for its past errors could hardly 
fail to win the sympathy of press and the public alike. 

Second, the Bank was political from the start. It was recog- 
nized in Latin America as an arm of the State Department. Since 
the tradition of centralized government power runs deep in the 
Latin American capitals, the Latins wasted no time in asking 
the question to which all successful bureaucrats first seek an 
answer, namely, “Who's boss?” and they quickly rejected the 
myth which the Bank perpetrated on the U.S. Congress itself, 
i.e., that this Bank does not make political loans.’ 








* Mr. Gonzalez is the author of “The Venezuelan Accomplishment: I. 
Food Supply,” Inter-American Economic Affairs, Winter, 1957, pp. 83-91. 

1 This line of nonsense was finally abandoned when Wm. McC. Martin, 
Jr., took over the Bank. He laid down the new line to the House Appro- 
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The Bank’s capital for a long time provided the only trading 
material which the State Department could offer up at negotia- 
tions in Washington or at inter-American conferences. In a day 
when the State Department arrives at the conference room with 
a highly varied bag of beads ranging from P.L. 480 concealed 
grants to stockpiling purchases to aviation routes to almost unlim- 
ited technical assistance to Exim Bank loans to World Bank 
loans to Development Loan Fund concealed-grants and many 
more, we are inclined to forget that in an earlier time Messrs. 
Hull and Welles had little more than the Exim Bank to bolster 
their diplomacy. Even in technical assistance, the funds at the 
command of Mr. Welles would have shamed a present-day 
junior officer of a minor county program in a remote area of 
Bolivia or Guatemala. Latin America’s need was so great and 
the availabilities so small that it could appreciate the more the 
willingness of the Department to use the limited endowment 
at its command. 


Third, Washington had not yet persuaded the women’s clubs 
and the battery of institutionalized fountains of ignorance (in 
fact, it did not yet dare to spend tax money for the development 
of propaganda lines within the United States) that they had sins 
to expiate in that their ancestors had developed the American 
economy more effectively and earlier than had the southern 
neighbors, that they should feel a strong sense of guilt at this 
unseemly behavior on the part of their ancestors and of some 
of their contemporaries, that Latin America was part of the 
rather dismal or sordid auction that was now proceeding under 
the slogan “the battle for men’s minds” and that accordingly 
they must think now in terms of divesting themselves of tens 


priations Subcommittee in 1946. The classic story concerning the polit- 
ical character of Exim loans has been recounted in this journal (Autumn 
1950, “Dollar Bonds and Dollar Loans’): It concerned the top-level 
official of the Treasury who arrived late at a meeting of the Bank’s board 
to offer certain findings of economic analysis of a proposed loan by what 
was then Washington's top technical staff. The chairman genially brushed 
him aside, noted that the State Department had already sent over word 
to make the loan, and “I told them to consider it done.” He went on, 
“However, do not hesitate to file the economic analysis. We have no 
objection to having such material in the files.” 
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of billions of dollars annually rather than the paltry hundreds 
of millions to which they had attuned themselves earlier, lest 
someone bid higher. (The whole thesis being in itself an insult 
to Latin Americans since it implies that they are for sale and 
can be bought). 

Thus, the Latin American Minister in the formative period 
of the Bank emerged from negotiations with genuine apprecia- 
tion for assistance of even modest scale. In fact, the great battle 
to make Exim Bank assistance to Latin America more effective 
and of greater volume until recently stemmed less from Latin 
American pressure than it did from intra-governmental policy 
controversy as for instance between the Morgenthau group and 
the State Department, the Jesse Jones group and B.E.W., etc. 

And when a man like Mr. Welles risked a showdown at the 
White House with the war production agencies in order to assure 
that this country’s commitments for the Brazilian steel mill would 
be kept regardless of the alleged effect on other war efforts 
because this government had given its word to Brazil, the whole 
performance could not fail to impress Latin America favorably 
and to add to the prestige of the Bank. And as such it is in 
sharp contrast with the deception and prevarication of the 1953-57 
period when the bombast of the Madison Avenue approach finally 
reached the point where the Bank was shifting responsibility to 
a newsletter for its failure to meet Latin American needs, charg- 
ing that it was impossible to lend money because the newsletter 
had scared off potential borrowers! 

Fourth, the Bank gained its prestige partly because it moved 
to maturity in a period when the sincerity of the promoters of 
the good-neighbor policy was such that any instrument designed 
to further the policy necessarily profited from the overall climate. 
The Department had not yet sunk to the point where it would 
lie itself out of Caracas, Rio and Buenos Aires with idle prom- 
ises, only to come home to have the statistics demonstrate that 
in 1957 the Bank had disbursed (net) only a third as much for 
Latin America as in 1953, that interest rates had been unnecessar- 
ily boosted, the terms of loans made poorer, and that a very 
large proportion (perhaps two-fifths) of the disbursements con- 
sisted of subsidies to inefficient American corporations rather 
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than serving as an aid to the economic development of Latin 
America. 

Small wonder then at the manner in which the Bank’s prestige 
built until 1953. If a credit authorization had to be suspended 
to impress on a Latin American country that it must clean up 
“leakage” that had come to be excessive, officials could take it, 
though perhaps ruefully, perhaps even with a wish that the North 
American was a bit less puritanical, or more “realistic”; yet the 
action did not antagonize. If a demand was made for a new 
law calculated to make a railway system less of a private domain 
for a particular group of officials somewhat given to irregu- 
larities, the act could still evoke friendly comprehension of mo- 
tives. Even when the Eisenhower Administration played its first 
card—the attempt to wreck the Exim Bank—it was Latin America 
which rallied to a defense of the Bank’s record and manner of 
functioning, and which was even sympathetic to the political 
difficulties which it could so well understand an official entity 
had to contend with. 


That is to say, the Exim Bank has functioned in an unusu- 
ally sympathetic atmosphere as far as the Latin Americans are 
concerned. 


Yet, there has been one aspect in this venture in the making 
of public policy which has sullied the record of the Bank and 
increasingly tended to make the integrity of the Bank suspect. 
It has never been analyzed in a printed paper, so far as the author 
is aware, and it forms the essential purpose of this article. 
Namely, the tolerance or encouragement by the Bank of a tier 
of middlemen and “fixers” and intermediaries at the Bank who 
eat away a substantial portion of the proceeds of loans as fees, 
make the burden of the loan greater on the borrowing country 
or corporation, reduce the volume of loans that the borrower can 
carry, open the borrower at all times to the political cross-fire 
of the Congress should journalists or investigating committees 
expose particular situations, and yet bind the borrowers so that 
they cannot protest. For, since the intermediary or middleman 
functions in varied degree by means of his “connections” or 
alleged ‘‘connections” in official agencies, to protest the role is 
to risk antagonizing the very agency or possibly the very official 
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before whom a country must come with its application. Amer- 
ican corporations know the problem also, of course, for they too 
cannot protest in open testimony without jeopardizing their own 
status as borrowers or would-be borrowers at the Bank. The 
problem then reduces to one of the integrity of the Bank or of 
the capacity of the Congress to intervene. 


Oddly enough, there is a long record of congressional interest 
in the subject, and as long a line of insistence by the Bank that 
it will not interfere with the traffic in intermediaries, almost as 
if it feels that a two or three percent cut on all funds voted 
by the Congress for the purpose of promoting the foreign trade 
of the United States should stay with middlemen in Washington. 
Examine next the Congressional experience with the problem. 

It is important first to understand the nature of the problem: 
It is not illegal to serve as a negotiator for foreign governments 
and corporations or for American corporations before the Exim 
Bank or any other agency. But it is generally recognized that 
it is in the public interest that the agency be fully informed of 
the nature of representation so that abuses whether in terms 
of excessive fees or unsuitable relationships with officers of the 
agency or undue influence may be avoided. Now proceed: 

On May 12, 1947, at the Hearings on S. 993 for Federal Rein- 
corporation of the Export-Import Bank, Congressman Buffett 
said: ‘I am told quite often, former employees of the govern- 
ment, in one department or another, have acted for foreign 
governments in negotiations with the Export-Import Bank. I am 
wondering if you could put in the record for the information 
of this committee the names of former employees of the Federal 
Government who have acted in such negotiations and the coun- 
tries they have represented. I think we should have that infor- 


mation . . . That would not be too much trouble, would it?” 
The Acting Secretary of the Bank replied: “I would like an 
opportunity to put that in the record, sir . . . I think we can 


furnish that information. I don’t think there are many, but I 
would like to check the record on it. (Italics added by author). 
On May 13, a list of five countries and one corporation along 
with a list of agents functioning for them at the Bank, was 
submitted as representing ‘to the best of my knowledge and 
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recollection the only persons formerly in the employ of the U.S. 
Government who have had negotiations with the Export-Import 
Bank during the past two years on behalf of borrowers of 
the Bank.” ? 

On May 18, 1949, the Investigations Subcommittee of the 
Senate Committee on Expenditures in the Executive Departments 
warned that “it is extremely important that every possible pre- 
caution be taken to insure that Americ2zn dollars made available 
for aid and rehabilitation of foreign nations are not diverted 
from their worthy purpose to the illicit gain of self-seeking indi- 
viduals.” * The Committee had been examinging some alleged 


abuses in the form of kickbacks. It should be stressed again 
that a distinction must be made between “illicit” and “improper” 
and “undesirable.” 

On August 28, 1951, the Senate Banking and Currency Com- 
mittee held hearings on S. 2006 to “increase the lending authority 
of the Export-Import Bank”’: 


Senator Douglas: ‘When foreign governments and foreign 
corporations apply for a loan, they generally have American 
representatives, do they not?” 

Mr. Gaston (head of the bank): “They sometimes do.” 


Senator Douglas: “‘Do you have a record of the loans in 
which American representatives of foreign countries have 
participated ?” 

Mr. Gaston: ‘‘Yes, sir, we will go through our record and 
submit that for the information of the Committee.” 


Senator Douglas: “Do you have a record of the fees received 
by these representatives?” 


Mr. Gaston: ‘““We have never inquired about the fees. We 
know nothing about it.” 


Senator Douglas: “Is it not true that the fees received are 
paid out of loans?” 


2 Hearings before the House Banking and Currency Committee on 
S. 993, May 8 and 12, 1947, p. 45-46. 

’ Hearings before the Investigations Subcommittee of the Committee on 
Expenditures in the Executive Departments, 81st Congress, 1st Session, 
Pursuant to S. Res. 52, May 16-17-18, 1949, ‘‘Export-Import Bank: Polish 
Loans,” p. 91. 
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Mr. Gaston: “I think that is quite unlikely .. . Mr. Sauer 
just whispered to me that we have the record and that there 
were none because we don’t permit it. I am not so con- 
fident as Mr. Sauer that we can prevent it. We try by every 
means within our power to prevent the payment of a fee 
for representation before the Exim Bank.” 

Senator Douglas: “Do you have a rule that no one can 
receive a fee?” 

Mr. Gaston: “Yes, we do. We have a rule—they have to 
sign that no fees have ever been paid for American rep- 
resentatives out of the proceeds of this loan.” (Italics added 
by author). 

Senator Douglas: ‘Do the American representatives do this 
for love, l-o-v-e?” 

Mr. Gaston: “Yes, I get you. What I am saying is that we 
don’t permit the payment out of the proceeds of our loans 
of any fees for representatives in this country. When they 
hire representatives and these representatives get paid, they 
have to get paid from funds other than those which are the 
proceeds of the loan because the proceeds of the loan go 
to buy goods in the United States.” 

Senator Douglas: “Do you ever get a statement of these 
facts?” 


Mr. Gaston: ““We have never gotten such a statement.” 
Senator Douglas: “Do you think it might be advisable for 
the attorneys to file with you a statement of their fees?” 
Mr. Gaston: “T think it is a matter worth considering.” * 


At this point another member of the Senate Committee, appar- 
ently disturbed by the fact that this lucrative field for practice 
in Washington might be curbed, half-rose in indignation from 
his chair to shout that it would be impudent to require inter- 
mediaries to file statements of their fees, that lawyers have a 
right to make a living (sic), that it is “none of your business” . . . 


* Hearings before a subcommittee of the Senate Banking and Currency 
Committee on S. 2006, “A bill to increase the lending authority of the 
Export-Import Bank,” 82nd Congress, 1st Session, August 28, 1951, p. 13. 
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He had missed the point completely, the point at which public 
policy was involved in the practices then current before the Bank. 


On the request of the Committee, the Bank also filed a mem- 
orandum which read in part: “The cases in which third parties 
have represented foreign governments or their agencies in con- 
nection with loans made by the Bank have been few. Even in 
such cases, the lawyers or economists advising the foreign gov- 
ernments have not appeared in the capacity of negotiators for 
the loans. They were used by foreign governments, usually after 
the loans were authorized, to work out the details of the loan 
agreements and the administration of the loans . . . With one 
or two exceptions, however, the Bank has not permitted the 
proceeds of its loans to be used to pay fees of attorneys or other 
representatives for services in connection with the loans . . . At 
the same time it does not inquire into the fees which may be 
paid by the borrowers from their own funds . . . With respect 
to credits which have been established, substantially complete 
information is available as to the attorneys who may have con- 
ferred with the staff of the Bank as representatives of the bor- 
rowers and can be furnished if desired . . . Wherever borrowing 
governments employ attorneys or other third parties in connection 
with loans, the Bank does not inquire into the fees that are 
paid to such representatives by the borrowers with their own 
funds.” The Bank also promised to submit a record of loans 
in which American intermediaries had participated, but reporters 
were informed by the Committee that this section of the mem- 
orandum could not be made available. 

In terms of public policy, the Bank had testified: (1) that it 
did have a listing of names of middlemen or intermediaries 
plying the traffic actively, (2) that it carefully abstained from 
showing any interest in the possibility that fees paid might be 
excessive, which was in direct contrast with the close scrutiny of 
fees at other U.S. agencies, and (3) that it differentiated between 
the checkbooks which a borrower might use to pay off the middle- 
man. By virtue of the manner in which Exim Bank funds are 
disbursed, it would be difficult for a borrower to pay directly 
from the Bank’s loan and accordingly intermediaries tended to 
be paid out of the general funds of the borrower. As far as 
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public policy is concerned, the distinction as to the origin of the 
check which goes to the fixer or intermediary or middleman is 
entirely spurious, but for years the Bank resorted to this sub- 
terfuge to confuse the Congress. And it must be admitted that 
the Senate committeemen were readily confused. Even so bril- 
liant a Senator and economist as Douglas did not immediately 
perceive the irrelevance of the distinction when he first came 
up against it. 

On the nature of the representation, i.e., on the function per- 
formed, there is an abundance of evidence which seems to differ 
sharply from the impressions of the Bank, as expressed to the 
Congress. Even a random sampling of the files of the Foreign 
Agents Registration Section of the Department of Justice, for 
example, might have turned up for the Bank names of registrants 
participating in loan activity in Washington who defined their 
functions quite differently from the conception voiced by the 
Bank: “to solicit applications for loans and to handle same with 
U.S. agencies,” “to make all necessary arrangements to secure 
the loan, fee 2 percent of the face value,” “‘to assist in nego- 
tiations at the Exim Bank,” ‘‘to represent client in negotiations 
with U.S. government agencies,” “‘to give advice on proposed 
applications for loans,’ and so on. 


Again, it was common knowledge that solicitation of foreign 
governments and domestic corporations was proceeding actively, 
that obtaining loans at the Exim Bank had through the negligence 
of the Bank in setting up suitable regulations become an organ- 
ized traffic, and the size of the fees suggested to prospective 
buyers of these services suggested that unless excessive portions 
of funds destined to “the promotion of American foreign trade” 
were to be left to the traffic in Washington, the government 
might well take a more active interest. The magnitudes involved 
in Exim Bank loans, it must be stressed, are large, and there 
has never been a finding by this government or an expression 
of intent by the Congress that it wants $30 million of every billion 
to be diverted from the purposes for which the Bank was estab- 
lished. At one point, Senate investigators even dug up for the 
press the facts on a contingent fee for negotiations being pressed 
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at the Bank by a prominent national party committeeman. But 
the Bank apparently did not read the papers. 

Elsewhere in Washington, the problem has been faced more 
effectively and public policy has been defined with a view to 
the interest of the public. At the Office of the Alien Property 
Custodian, for instance, middlemen’s fees for services in divest- 
ing vested properties have to be fully disclosed, the Department 
of Justice passes on the fees as to their reasonableness in terms 
of public policy, and it reserves the right to insist on alteration 
of fees deemed unreasonable. 

Again, General Services Administration operates on the prin- 
ciple of full disclosure: this means that any intermediary or 
middleman or fixer arriving at General Services to negotiate for 
a client is compelled to make full disclosure of his relationship 
with principal, the basis of his representation, how much he 
stands to make, etc. And the principal before he gets a contract 
has to disclose fully what if anything he is paying to intermedi- 
aries, etc. Also, General Services Administration bars contingent 
fees, and investigates to determine if intermediary fees are exces- 
sive relative to function and to the public interest. 

In contrast, the Exim Bank had been operating on the principle 
of full concealment: this meant a strenuous effort NOT to learn 
what the fixers’ exact status relative to prospective borrower was, 
NOT to find out what the borrower might be paying out to 
intermediaries, and the heart of the traffic was the contingent fee. 

For the Congress, the issue would not stay buried. As corruption 
increased in Washington during the Eisenhower Administration 
and scandal overtook successive agencies, new questions were 
raised about the traffic at the Bank. When the Senate authorized 
(S. Res. 25) a study of the operations of the Export-Import Bank, 
headed by Senator Capehart, an effort was made by certain 
reporters familiar with the activity of the Bank to have the prob- 
lem of the intermediary traffic made part of the study, but the 
Committee failed to accept the suggestion. (It might be noted 
in passing that virtually all major issues evaded the Committee). 

On January 20, 1956, the Senate Banking and Currency Com- 
mittee held hearings on the nomination of Samuel C. Waugh to 
be President of the Exim Bank: 
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Senator Morse: “It has been reported to me that there are 
individuals who apparently make themselves available to 
the various foreign governments as intermediaries, hoping 
to get loans from the Export-Import Bank. It was repre- 
sented that some of the intermediaries are former associates 
on the staff of the Export Bank, and for their representations 
to the Export Bank they collect a certain commission on 
the loans that are obtained. The loans are made with dollars 
and the 3 or 4 percent commission runs into a lot of money. 


“I am only asking for information as to whether or not 
the Export Bank in negotiating a loan, let us say, with 
South American country X makes any investigation or inquiry 
as to the people representing that country in the loan nego- 
tiations with the bank, to the end of discovering whether 
or not the bank itself is aiding and abetting what might be 
considered a 4 or 5 percent commission, or whatever the 
percentage figure might be. I ask that because as it was 
represented to me this morning, there are some phases of 

this that raise some questions as to whether or not the 
Bank is being taken advantage of by the negotiators. Are 
you aware of any such problem?” 


Mr. Waugh: “I am aware of the accusation, Senator. It 
came to me shortly after I came into the Bank. I made an 
individual study as far as I could and I discussed it with 
our General Counsel. I discussed it with one of our Direc- 
tors who was confirmed by this committee several months 
ago, and who has made a thorough investigation, and we 
cannot find any substance or truth in this accusation. When 
this information came to me originally, I made two state- 
ments. I said if the persons making the accusation could 
give us any instance at any time when any member of the 
staff of the Export-Import Bank had been guilty of giving 
any information of this type, or assisting in any illegal man- 
ner, that he would immediately be discharged.” 


At this point it should be noted that Mr. Waugh being new 
to the situation had confused the public-policy in hand. It was 
not a question of whether someone on the inside of the Bank 
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was “giving information,” or “assisting in any illegal manner.” 
Now continue the testimony: 


Mr. Waugh: “The second point I had made was that if 
the party making this accusation would give me any infor- 
mation or any inkling as to any persons that had ever been 
involved in any such transaction, | would see that it was 
turned over to the Department of Justice . . . I have watched 
every application which has come in, in the comparatively 
short time I have been there, with that thought in mind.” 


It is uncertain from the testimony just what Mr. Waugh was 
watching for. But if his concern was with the scope of the 
intermediary traffic or the fees incident thereto, it seemed that 
until the Bank had adopted suitable regulations geared to the 
public interest as had been demonstrated to be necessary else- 
where in the government, the information would necessarily be 


difficult to find. 


Senator Morse: “When the representatives of a foreign 
government are seeking to negotiate a loan, is any inquiry 
made by the Export-Import Bank concerning negotiators 
who are seeking to help that foreign government get the 
loan so that you find out whether or not some ex-member 
of the staff or the board of the bank is serving, shall we 
say, as financial counsel to that country?” 


ee 


Mr. Waugh: "I do not think any specific inquiry is made 
(italics addedby the author) but the number of loans the 
bank makes is so very small in number that it would be 
very easy for any person in the bank to check and to know 
whether or not any ex-employee had any connection with 
it in any way, shape or form.” ® 


The problem, of course, does not reduce to nor is it limited 
to the role of ex-employee of the Bank. There were broader 
issues involved. 


° Hearings before the Senate Banking and Currency Committee on ‘‘The 
Nomination of Samuel C. Waugh to be President of the Export-Import 
Bank of Washington,” 84th Congress, 2nd Session, January 20, 1956, 
pp. 16-18. 
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And the issue would not down. On February 3, 1958, still 
another liberal democratic senator moved in on the problem. 
The occasion was the hearings on S. 3149 to increase the lending 
authority of the Exim Bank by $2 billion. And the pertinence 
of the query rested this time in the question whether this author- 
ization was intended to constitute $2 billion for promotion of 
American foreign trade and economic cooperation with the under- 
developed areas, or $1.94 billion for that purpose and some 
$60 million for middlemen and intermediaries in Washington 
free of any specific inquiry on the occasion of participation 
in negotiations. 

Senator Monroney: ‘‘Was a loan made to Yugoslavia for 
$40 million during the last Democratic Administration?” 
Mr. Waugh: ‘The Export-Import Bank did make a loan 
to Yugoslavia; yes, sir.” 
Senator Monroney: “I have here a clipping from the London 
Times, according to which the Milan civil court ordered 
attachment of a 24-room villa, and the warrant was signed 
at the instance of C. Castalono, or something like that, who 
claims the Yugoslav Government owes him $600,000, the 
sum he says represented the agreed percentage on a loan of 
$40 million that he helped the Yugoslav Government secure 
from the United States. 

“What I am asking is: Do you tolerate or permit a middle- 
man to charge a percentage on arranging loans through the 
Export-Import Bank?” (Italics added by the author).° 


® Senator Monroney was apparently reading from a dispatch to the 
London Times from its Milan correspondent, printed January 13, 1953, 
which read: ‘““The Milan Civil Court has ordered the attachment of a 
24-room villa, the seat of the local Yugoslav Consulate-General, owned 
by the Yugoslav Republic. The warrant was signed at the instance of a 
Triestine banker, Signor C. Castiglioni, who claims that the Yugoslav 
Government owes him $600,000. This sum, he says, represents the agreed 
percentage on a loan of $40,000,000 that he helped the Yugoslav Gov- 
ernment to secure from the Truman Administration. Signor Castiglioni’s 
claims were recognized as valid by a Rome court on February 28, 1952. 
On August 29, the sentence was notified to the Yugoslav authorities who 
ignored it. When the period of grace prescribed by Italian law expired, 
the plaintiff's lawyer asked the Milan court to take action against the 
Yugoslav property. According to the Corriere Della Sera, Signor Cas- 
tiglioni stated that the Yugoslav property in Rome had also been seized.”’ 
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Now the issue was joined. Mr. Waugh, reddened and said 
firmly: “The answer to that is “No.” He then turned hastily to 
his papers and began some irrelevancies: “In the first place the 
loan was made in 1950, August 10, for $55 million. It has been 
reduced by principal payments of $9, 750,000. They have paid 
interest of $12,237,000 and there has never been any delay of 
principal or interest payments.” Senator Monroney courteously 
and patiently waited him out and then said: “That still does 
not answer my question of whether a middleman is allowed to 
collect a percentage on arranging a government-to-government 
loan.” Mr. Waugh replied: ‘The first thing I said was ‘No.’ 
We do not.” Senator Monroney: “You do not tolerate it?” Mr. 
Waugh: “No, sir.” * 


Here the sense of the testimony is puzzling. Here is an insti- 
tution which for a generation has testified publicly that it avoids 
any knowledge of the remuneration, contingent or direct, which 
intermediaries and middlemen plying their trade before the Bank 
may be receiving for their efforts. Here is an institution which 
for a generation has testified that it makes no “specific inquiry” 
concerning negotiators. How then, as a practical matter, could 
it enforce its claim that it does not “tolerate or permit a middle- 
man to charge a percentage on arranging loans through the 
Export-Import Bank?’ Is it not clear that the absence of regu- 
lation directed at protection of the public interest must necessarily 
have made for encouragement of the traffic of intermediaries 
before the Bank? That every absence of interest in the manner 
in which portions of the proceeds of loans might be drained 
off by intermediaries might have constituted a “selling point’ 
for intermediaries in the solicitation of work before the Bank? 
Is it not clear then that the Bank had deliberately in effect 
encouraged practices which were calculated to make more expen- 
sive the cost of raising money in Washington, introduced drains 
potentially so deep that they might be conducive to abuses in 
relationships with the various agencies represented on the National 


* Hearing before the Senate Banking and Currency Committee on S. 
3149, “A Bill to Increase the Lending Authority of the Export-Import 
Bank of Washington,” 85th Congress, 2nd Session, February 3, 1958, 


pp. 25-28. 
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Advisory Council and involved in its decisions on lending, and 
opened up the threat of congressional investigations or press dis- 
closures which might ultimately mar the effectiveness of the 
Bank by focussing on this aspect of its activity—minor though 
it might have been? 

And in the reading of the whole record, does not the question 
arise inevitably: Why did the Bank so long lag in the control 
of the traffic in middlemen? Was it merely stupidity? An 
ignorance of the requirements of public policy? Something 
more damning? 

Senator Capehart thought he had an answer when he brightly 
pointed out: “In any event, that [the Yugoslav alleged $600,000 
fee} happened in 1950?” He was back in the happier days of 
the campaign of 1952 when the ‘‘mess’” in Washington had not 
yet been intensified by the corruption of the new regime. After 
all, his Committee had spent a small fortune in junketing during 
its study of the Exim Bank and had carefully avoided this 
central aspect of the operation of the Bank. And it was common 
knowledge that the policy line on this issue had been virtually 
unchanged from Administration to Administration. Senator Mon- 
roney, a Democrat, quickly noted: ‘‘I pointed out at the beginning 
that the loan was made during a Democratic Administration.” * 
There was no politics in this situation. 

Admittedly the particular instance with which Senator Mon- 
roney had chosen to bring the problem to a head involved broader 
implications than the usual Latin American loan might involve. 
Yugoslav financing has been a major issue in principle for the 
Congress, for the public, for the White House. It was obviously 
in the public interest for this government and for the public to 
be in possession of all facts regarding who might be promoting 
the loan in Washington, the nature of their activity, etc., etc. 
Since negotiations for aid and extension of aid for Yugoslavia 
had not ended with the particular loan, it was well within the 
range of this government's interest and capacity to have asked 
the Yugoslav government after the London Times published the 
story for full details as to the intermediaries being used in 


8 Ibid., p. 26. 
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Washington, the fees being paid, the manner in which public 
Or government sentiment was being influenced, in other words, 
what were they up to. 

Yet, this seemed to escape the understanding of the Bank. One 
official of the Bank immediately testified: ““No one ever appeared 
at our bank other than people from the Yugoslav Embassy. On 
one occasion when a man came in and said he wanted to talk 
for them, we immediately called the Embassy and said we would 
deal with no one but people in the Embassy. If people make 
these claims and we have never seen them, we cannot know 
anything about it.” * 

This would have seemed to make investigation the more per- 
tinent, since if a fee was paid and if the “memory” of the official 
served him correctly (it must be remembered that the Bank makes 
“no specific inquiry”), the middleman function may have been 
performed at an even higher level, or conceivably at other agen- 
cies like the World Bank or the U.S. Treasury which exert 
influence on the Bank’s policies as great as those of the Exim 
Bank itself. And how could the Bank expect to “know anything 
about it’’ when it made a fetish of not being informed about fees? 

The Senator who had on an earlier occasion growled that 
“lawyers have a right to make a living too” might by 1957 have 
found that the negligence of the Bank in not aligning its policies 
with those of other U.S. agencies had not only won a living 
for many middlemen but had put them into astronomical tax 
brackets which a Congressman or a Senator was unlikely ever 
to enjoy. Yet, the public interest did not lie in this encouragement 
of the traffic. 

We come now to the denouement. After Senator Monroney 
had broken the case with his revelation of the Yugoslav incident, 
the Bank chose to introduce into the published Hearings belatedly 
and without mention during the hearings themselves certain 
information which “had been published in the Federal Register 
of August 24, 1957 as part of a condensed statement of the policy 
of the Export-Import Bank.” * There had been no publicity on 


® [bid., p. 26. 
° Ibid., p. 26-27. 
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this statement. Reporters had not been summoned to open press 
conference for an explanation and for the publicity which it was 
so imperative that changes in a poor policy demand. When, 
for instance, General Services Administration had mobilized its 
energies to fight ‘‘influence peddlers who get exorbitant fees” 
(although the policy revision grew out of a case which GSA 
itself had found not to involve “‘wrong-doing or the use of influ- 
ence’), the agency made a tremendous effort to get the widest 
possible dissemination of information on the new policy, in the 
effort to impress upon all potential dealers before the agency 
that ‘‘you don’t need to pay anyone to do business with this 
government.” 

It appeared now that the Bank had actually finally instituted 
regulations which provided that information must be furnished 
on middlemen used, fees paid, and that the agency would reserve 
the right to pass on the reasonableness of the fees and to pro- 
hibit payments that are considered unreasonable. Further, the 
Bank would maintain for public inspection during banking hours 
the lists of agents certified to the Bank as acting on behalf of 
recipients of financial assistance from the Bank. Among the 
regulations: 

“Upon a determination by the Board of Directors that any 
commission, fee or other compensation paid or agreed to 
be paid in connection with the obtaining of such financial 
assistance and disclosed in the certification required under 
this subsection is unreasonable, the person in whose favor 
the extension of financial assistance has been authorized 
shall, as a condition precedent to the utilization of such 
assistance effect an adjustment satisfactory to the Bank in 
such commission, fee, or other compensation.” ® 

At long last the Congress of the United States with an interest 
extending over a decade and balked consistently by inexplicable 
actions of the Exim Bank had seemingly made an impression on 
the practices of the Bank! Lo, the speed with which the voice 
of the people impresses itself upon the bureaucrat! 

But had it? Immediately on publication of the Hearings in 
which the regulations previously buried in the Federal Register 


° [bid., p. 26-27 
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had appeared, a reporter phoned the Bank to ask when he might 
come over and exercise his right to examine the list of represen- 
tatives and other material which the Bank had proclaimed to 
be publicly available. 

The crusher was administered within the hour. He was 
informed officially that although it was now February and the 
regulations had been published in the previous August, the regu- 
lations had not been enforced by the Bank! There was no 
material available for public inspection! 

What conclusions are to be drawn from such conduct? 

Summary. We have been examining a relatively narrow aspect 
of the relationship of the United States government to develop- 
mental financing for Latin America. From the viewpoint of the 
United States, it seems clear that it was always the intent of 
the Congress that funds appropriated for the promotion of for- 
eign trade be fully devoted to that purpose, and that leakage 
be held to a minimum consistent with all the technique that had 
been established over the years in the executive agencies to avoid 
leakage. It seems clear that any substantial draining off of the 
proceeds of loans must reduce the effectiveness of U. S. assistance 
to Latin America, make the cost of money to the borrower greater, 
affect adversely the volume of indebtedness that he can carry, 
make vulnerable the whole inter-American relationship. For, 
there is a long history in Washington of agencies created in 
response to definite need whose functioning has suddenly been 
weakened and even eliminated because of sudden disclosures 
of irregular behavior which formed only a small part of the 
record and which might have been avoided by suitable and honest 
administration, i.e., through proper regulation of activity. 

For Latin America, the implications are more extensive. In 
a region where irregularities in disbursement of public funds are 
all too common, and where this very weakness has acted as a 
deterrent to optimum relationships with the world’s capital mar- 
kets, the Exim Bank obviously has a role to play in establishing 
a respect for integrity in financial transactions. This respect for 
financial integrity is unlikely to be promoted by the persistent 
solicitation of middlemen — whether former U.S. government 
employees or former Exim Bank employees or people never con- 
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nected with the government—whether the grounds be a “‘knowl- 
edge” of the climate of lending at Exim Bank or a “knowledge” 
of personnel involved in the inter-agency financial community— 
whether the particular situation involves an ex-employee who as 
an official played a major role in the extension of a credit which 
turned sour and for whose extension he now seeks a fee as a 
person familiar with the original circumstances or whether the 
particular situation involves a person who may be able simul- 
taneously to place himself on the payroll of both the mission 
investigating the feasibility of loans and the country which is 
being investigated with a view to the feasibility of financing. 

The Latin American understands pay-offs. He understands 
middlemen. He has experience with finder’s fees. He has expe- 
rience with fixer’s fees. If he continues to be harassed by middle- 
men, he may pay without differentiating between financial counsel 
and specific influence-use. But let the U.S. be well warned about 
its role, once it abandons its own alleged aversion to financial 
irregularity. The Finance Minister or the Fomento Corporation 
director who is continually admonished to be wary of financial 
irregularity must inevitably balk, if he is being pestered by 
solicitations and if the Exim Bank itself shows no interest in 
establishing a firmer, more respectable basis for government-to- 
government or creditor-to-debtor relationships. 

After all, this is not a new problem. At the end of the dollar- 
bond fiasco of the 1920s, the Senate Committee on the “Sale 
of Foreign Bonds” professed to be horrified at the institution 
of “finder’s fees” and “‘fixer’s fees’’ and ‘‘middlemen’s fees.” *° 

It was severe in its condemnation of the manner in which such 
fees had reduced the proceeds of loans to the borrowing countries 
of Latin America and had served to bring on the collapse of the 
bond market. It is not at all clear, today, however, that the 
abuse of the role of the intermediary in the highly political 
environment of Washington has been less and it may well have 
been greater than it was in the 1920s. Had the Bank shared 


10 SeeStock Exchange Practices, Report of the Committee on Banking 
and Currency, U.S. Senate, Report 1455. Also, 72nd Congress, Senate: 
Sale of Foreign Bonds or Securities in the United States. Hearings before 
the Committee on Finance . . . Purrsuant to Senate Resolution 19, Decem- 
ber 18, 1931 to February 10, 1932. 
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the “know-how at the Bank’’ which is the stock in trade of the 
middlemen instead of letting them peddle this ‘know-how’ as 
a commercial product for maximizing the availability of credit, 
had it made a systematic matter of its rate and terms structure 
and kept all potential borrowers equally and fully informed, had 
it directly discouraged the intercession of ex-governmental em- 
ployees and others by explaining to the embassies that it prefers 
to deal directly with the foreign entity rather than through ex- 
government employees or other members of the Washington 
middleman-fraternity, the zone of exploitation for the middlemen 
could have been diminished significantly. The fewer the “cuts” 
on the amount borrowed, however legitimate, a Senate Committee 
in 1932 had found, the better the loan. That was the lesson 
of the 1920s learned in the 1930s and it was the experience of 
the 1940s continually ignored in the 1950s. 

The United States has presumably hoped to teach by example. 
If the manner in which the Congress has been persistently de- 
ceived by administrations of both parties as to the major issues 
arising out of the operations of the Exim Bank is considered by 
the United States to be an effective demonstration of democratic 
government, then it is perhaps warranted for a Latin American 
to point out that the traditional dictator in Latin America used 
this device long before the United States descended to the level. 
The lack of responsiveness of the Exim Bank to Congressional 
inquiry and intent may form a demonstration of the growth of 
the strong executive in American government. But it is certainly 
no inspiring lesson in democratic government. 

And if the Voice of America aspires to become the Voice of 
Truth, there will have to be a reversal of the fiction perpetrated 
in the years of travel from the Caracas Conference to the Rio 
Conference to the Buenos Aires Conference in airing the myth- 
ology of Exim Bank financing commensurate in character and 
magnitude with the needs of the region. 

The prestige deriving from the formative years of the Bank 
must inevitably be dissipated unless the Congress can restore to 
the Bank the integrity of purpose, the sincerity of action, the 
sense of genuineness which derived from a State Department 


fully devoted to the principal of the good-neighbor. 


Rice Autarky for Panama 


By Herbert C. Herzfeld « 


Prior to World War II, rice production in Panama was inade- 
quate to meet the demands of its inhabitants, for whom rice, 
primarily in a white, hard milled state, forms the mainstay of 
their diet. Hence, large quantities of rice were imported annu- 
ally, principally from other Latin American countries and the 
United States. The disruption in availabilities of supply and 
means of transportation as a consequence of the hostilities of the 
second World War forced Panama to expand her rice acreage so 
that by 1953 she had become virtually self-sufficient in the pro- 
duction of this cereal. The purpose of this article is to trace 
the developments which culminated in this achievement. 

Since its creation, the Republic of Panama has been profoundly 
influenced by its location and the strategic importance of the 
Panama Canal. The country’s topography is in large part moun- 
tainous and hilly. Two main ranges form the backbone of the 
isthmus. West of the Canal, the continental divide, rising to 
an elevation of 11,000 feet at the Volcano of Chiriqui, runs 
through the center of the country, while east of the Canal Zone, 
the mountains, not exceeding an altitude of 3,000 feet, follow 
close to the Caribbean Sea southward into Colombia. 

Due to the short distance between coast and mountains, there 
are few large expanses of flat or gently rolling land. The most 
fertile regions are the mountain valleys and mesas at high ele- 
vation, and the low lying alluvial soil areas along the coast and 
rivers. West of the Panama Canal the rivers are short with 
steep gradients, while east of it, the northcoast rivers are insig- 


* Stanford University. 

For the statistical data cited herein, the author is deeply indebted to 
Sefiorita dofia Carmen A, Miré, Directora de Estadistica y Censo, Con- 
traloria General de la Republica, Republic of Panama, Panama. 
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nificant and only two large rivers systems, the Bayano and the 
Chucunaque, flow into the Pacific Ocean. 


Outside of the mountainous regions, the climate is tropical, 
with a mean relative annual humidity close to 80 percent. As 
a result of the topography and uneven distribution of precipita- 
tion, the Caribbean coast is rainy and densely covered by heavy 
tropical forests, whereas the Pacific side is the drier and its 
timber mainly of semi-deciduous growth. 


The produce, products and potentials of Panama are primarily 
agricultural and include livestock, tropical fruits, nuts, palms, 
fibres, roots, barks, grasses, stimulants and other native commodi- 
ties, besides hardwood and broad leaf tropical timber and a 
great variety of fish and shellfish. Mineral resources, although 
of great diversity, seem to be of low grade or undetermined value, 
while explorations for petroleum have so far not proved com- 
mercially successful. 


The Country’s Economy. The impediments which have blocked 
the development of Panama’s resources have been many. Topo- 


gtaphical barriers, including mountain ranges, jungles, swamps 
and rainforests, have fostered isolation and restricted communi- 
cation and transportation within the Republic. Climatic limita- 
tions of heat and moisture, coupled with disease, pests, insects 
and fungi, have hindered humans, as well as animals. These 
conditions have fostered a system of shifting agriculture, unstable 
land tenure, poverty, illiteracy and a low population density. 


Nevertheless, a modest range of industries has been developed. 
Among the more important are manufacturing plants engaged 
in the processing of evaporated, condensed and powdered milk, 
tomato paste and sauce, edible oils, vegetable shortening and 
margarine, meatpacking, soft drink and alcoholic beverages, fish- 
meal, sugar refining, tobacco, cement, and wood and clay products. 


Despite these local manufacturing industries, Panama's econ- 
omy has gravitated around the commercial activities associated 
with the operations of the Panama Canal. The revenues collected 
from the provision of goods and services to the Canal Zone, as 
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well as the expenditures in the Republic and in the Canal Zone 
by residents, tourists, and military personnel, have enabled the 
economy to offset substantially the trade deficit between imports 
and exports. 


Commodities exported from Panama consist primarily of ba- 
nanas, shrimps, cocoa, abaca, sugar, coconuts, cement, plywood, 
mahogany, and skins and hides. 


Imports encompass mainly foodstuffs, beverages, raw materials, 
and semi-and-fully manufactured goods, including petroleum 
products, textiles, chemicals, industrial metals, machinery and 
tools. 


Although the pattern of trade shifted noticeably during World 
War II, Panama’s foreign commerce has been predominantly 
with the United States. Whereas in 1938 only four percent of 
Panama’s imports originated in Latin America, by 1945 their 
proportion had increased to 33 percent. Yet in 1953 the United 
States accounted for 65 percent of Panama’s imports and for 
90 percent of her exports.’ 


Since the end of the second World War, imports of rice into 
Panama have totalled close to 475,000 quintals of 46 kilos each 
(hereinafter referred to simply as quintals) as indicated in 
Table 1. 


U.S. Dept. Comm., Bur. For. Comm., Basic Data on the Economy 
of Panama (World Trade Inf. Serv. Part 1, No. 55-50, May 1955), p. 8. 
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TABLE 1—TRENDS IN POPULATION, RICE ACREAGE 
AND PRODUCTION, AND RICE IMPORTS, 
REPUBLIC OF PANAMA,? 1946-1956* 


Production Imports 
Population Area ¢ (1000 quintals4) (1000 quintals) 

Year b (inthousands) (hectares) paddy rice milled rice 

1946 721 45,960 1,184 70,721 
47 739 51,799 1,325 144,334 
48 760 54,404 1,638 113,630 
49 777 62,557 1,745 1,631 
50 805 67,500 1,849 286 
51 818 65,707 1,866 75,373 
52 840 67,400 2,009 68,974 
53 863 79,500 2,414 13 
54 886 82,600 2,144 10 
55 910 86,800 2,126 2 
56 934 85,100 2,129 


* Compiled from official statistics submitted in personal correspondence 
by the Direccion de Estadistica y Censo, Contraloria General de la Repub- 
lica, Republic of Panama. 

® Excluding the Canal Zone. 

> Year beginning July 1 for Population, Crop Year (1 September—31 
August) beginning year indicated for Area and Production and Calendar 
Year for Imports. 


© One hectare=2.471 acres. 
4 One quintal=46 kilos. 


Trends in Population and Rice Consumption. Panama’s popu- 
lation, whose rate of growth has been calculated at 2.9 percent 
annually,’ reached 805,000 at the time of the last Census in 1950, 
which represented an average density of 11 per sq. km. The 
population is dense in places, particularly in the provinces of 
Panama, Colon and Herrera, but relatively sparse elsewhere. 


’ Compiled from official statistics submitted in personal correspondence 
by the Direccion de Estadistica y Censo, Contraloria General de la Repub- 
lica, Republic of Panama. 
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The trend in population growth is more clearly discernable from 
the following tabulation, from which it is worthwhile to note 
that over one million inhabitants have been predicted for 1959:° 


Year (in thousands) 
(July—June) Population 
1946/47 721 
50/51 805 
54/55 886 
57/58 960 
58/59 986 
59/60 1013 
60/61 1040 


During 1950-1955, the apparent per capita disappearance of 
rice in the Republic of Panama, composed primarily of long grain, 
hard type rice, averaged between 64 and 74 kilos annually, which 
has been considered one of the highest in Latin America.* The 
concept of “apparent per capita disappearance’ seems more appro- 
priate than that of “per capita consumption,” since a not incon- 
siderable amount would have to be deducted for diversions to 
non-food uses, such as seed, feed and industrial ingredients like 
adjuncts of the beer brewing industry, for which, unfortunately, 
statistics are not yet available. Parenthetically, it should be 
noted that even then the balances would not be entirely ingested 
by the populace since consumption does not mean ingestion; 
there must be some loss in the movement from mill door to 
wholesalers and retailers, whether from spilling or molding; 
there must be more loss and waste on the shelves of wholesalers 
and retailers and in the movement from them to households; 
there must be wastes and losses in kitchens; and there must be 
table waste. 

Outside of rice imported into the Republic of Panama, the 
Panama Canal Company, entrusted with the administration of 


* Institute for Economic Development, Republic of Panama, Facts for 
Investors, (Panama, August 1956). 

4J. N. Efferson, The Production and Marketing of Rice, (New Or- 
leans, 1952), p. 366. 
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the Panama Canal, has consistently imported rice into the Canal 
Zone for sale in its commissaries to Canal Zone workers. These 
imports were necessitated in part by inadequate domestic supplies 
until the country reached self-sufficiency in 1953, and in part out 
of consideration for its foreign personnel to whom the locally 
grown and milled rice was not of acceptable quality. Since 1956, 
however, the Panama Canal Company has revoked the privilege 
of its non-U. S. workers to shop in its commissaries. This action 
may be attributed to the fact that by U.S. Congressional Law, 
effective 1 July, 1951, the operation and maintenance of the 
Canal, previously under the direction of the United States’ gov- 
ernment, was transferred to a new agency, the Panama Canal 
Company. The provision of the law requires the company to 
be self-supporting and to reimburse the U.S. Treasury for the 
net cost of administering the Canal Zone Government. Hence, 
sales of rice in the Republic of Panama have increased, but 
imports by the Panama Canal Company still continue, although 
on a reduced scale. 


The Importance of Agriculture. The role of agriculture within 
the economy of the Republic of Panama was considered of little 
importance until the 1940 Census. Then it was discovered that 
approximately one-half of the gainfully employed labored in 
agriculture, fishing and stockraising. Of these activities, cattle 
has been the most important source of income to Panama’s 
agriculture. 

This position was reinforced by the 1950 Census, which re- 
vealed that the eligible labor force consisted of 527,000 inhabi- 
tants out of a total population of 805,000, (excluding 49,000 
sylvatics, and children under ten years of age) whereof 265,000, 
or 50 percent, were listed as “economically active.” 


Of the 265,000 economically active, only 241,000 were actu- 
ally employed on the day of the Census, of which 55 percent 
were working in agriculture, forestry, hunting and fishing. This 


> Republic of Panama, Contraloria General de la Republica, Direccion 
de Estadistica y Censo, Quinto Censo Nacional de Poblacion y Vivienda, 
10 de Diciembre—Algunas caracteristicas importantes de la poblacion de 
la Republica, September, 1953. 


RICE AUTARKY FOR PANAMA 29 


compared with 53 percent of the employed engaged in similar 
activities at the time of the 1940 Census.° 

This comparison is perhaps more meaningful for a country 
like Panama than would be an analysis in monetary terms of the 
contributions of agriculture to National Income, inasmuch as 
many workers grow their own food. 


Among agricultural crops, rice is predominant. According 
to the 1950 Census, of the Republic’s total area of 7.4 million 
hectares (excluding the Canal Zone), 1.1 million or 15 percent 
were devoted to agricultural pursuits. Thereof, 237,000 were 
under cultivation, 428,000 were in artificial pastures, 125,000 
were left as natural pastures, 214,000 lay fallow, and 157,000 were 
put to “other” agricultural use. 

Of the 237,000 hectares cultivated, 159,000 or 67 percent were 
sown to rice, maize, beans, yams, yuca and potatoes, 35,000 to 
cane sugar, coffee and tobacco, and 32,000 to bananas, plantains, 
oranges, coconuts and avocados. Of the 159,000 hectares sown 
to farinaceous crops, 42 percent were in rice, 44 percent in 
maize, and eight percent in beans, which produced, respectively 
1,849,000, 1, 374,000 and 157,000 guintals in 1950.° 

Like corn and beans, two crops of rice are cultivated annually, 
though the area planted to the second crop is relatively small. 
Most of it is upland type (non-irrigated) rice. The “primera 
siembra,” or first crop, is planted at the beginning of the rainy 
season in April/May and harvested during August/September; 
the second is planted in the stubble field immediately after the 
first crop has been harvested in August/September and brought 
in at the beginning of the dry season in December/January. 
The first crop, however, is by far the more important; it ac- 
counted for close to 90 percent of total population during 1950 
through 1956. 

As a staple of the populace, rice was grown in 1950 on 86 
percent of all farms on a total of 67,000 hectares, from which 
some 1.8 million qguintals of rice were harvested. The expansion 
in acreage and production which has enabled Panama to become 


® Republic of Panama, Contraloria General de la Republica, Nuestro 
Progreso en Cifras, 1953. 
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virtually rice sufficient is rather remarkable, and is indicated 
in Table 1. 


Most of the rice is produced in the provinces of Chiriqui, Her- 
rera, Los Santos and Veraguas, which accounted for nearly 80 
percent of total production in 1956. This is shown in Table 2, 
which also illustrates how widely yields differed, both from year 
to year as well as from province to province. For example, in 
1956 regional variations ranged from 18 to 31 guintals per hec- 
tare. While fluctuations in yields can be attributed to differences 
in soils, cultural techniques and land tenure practices, apart from 
topographical factors, the main cause for such variations seems 
due to climatic hazards, particularly the lack of water control; 
absence of irrigation and drainage systems has prolonged drought 
Or excessive moisture conditions and interfered with seeding, 
weeding, insect control and harvesting operations. 


The provinces of Chiriqui and Herrera experienced the greatest 
expansion in rice production. In Chiriqui, the area sown to rice 
increased from over 12,000 hectares in 1951 to close to 23,000 
hectares in 1956; while in Herrera, acreage expanded from 
nearly 6,000 to 8,000 hectares during the same period. Larger 
farm units, more suitable soils and greater expanses of flat land 
in these provinces have made possible increased mechanization 
and water control, and therefore wider cultivation of irrigated 
rather than non-irrigated rice. For the country as a whole, how- 
ever, the lack of either animal or mechanical power is astonishing; 
the returns of the 1950 Census showed that only one percent of 
all holdings surveyed were partially or completely mechanized. 
Progress in mechanization has been limited by physical barriers, 
shortage of water for artificial irrigation, restricted credit facili- 
ties and land tenure practices. 


The pattern of land tenure common to the Republic of Panama 
can be appraised by a review of the 1950 Census figures. Of 
1.1 million hectares devoted to agriculture, 539,000 were owner- 
operated, 508,000 were in the hands of “usufructarios” who, 
without title to the land, lived on it by sufferance and whose 
occupancy, therefore, was essentially as that of squatters; while 
112,000 hectares were leased to tenants. 
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TABLE 2—TOTAL RICE ACREAGE, PRODUCTION AND 
YIELDS IN THE REPUBLIC OF PANAMA, 
BY PROVINCES, 1951-1956* 


PROVINCE YEAR 
1952 1953 1954 1955 


Acreage (in 1,000 hectares) 

Bocas del Toro 0.3 
6.6 7.2 

2.4 

12.2 23.5 

1.4 1.3 

5.9 6.4 

Los Santos 10.5 9.7 
Panama 9.4 8.7 
Veraquas 16.9 17.9 


Total Republic 65.7 67.4 


Production (in 1000 quintals >) 
Bocas del Toro 3.1 25 
141.8 163.2 
64.2 66.7 
392.4 469.0 
44.6 46.9 
190.0 217.9 
Los Santos 309.7 290.8 
Pan®ma 230.9 222.1 
Veraquas 489.4 529.4 


Total Republic 1866.1 2008.5 2413.9 


Yields (quintals per hectare) 
Bocas del Toro 1.0 1.0 
21.5 22.6 
25.7 27.8 
32.2 34.7 
31.9 36.1 
32.2 34.0 
Los Santos 29.5 30.0 
Panama 24.6 23.5 
Veraquas 29.0 29.6 


Total Republic 28.4 29.8 


* Republica de Panama, Contraloria General de la Republica, Direccion de Es- 
tadistic® y Censo, ‘Informacion Agropecuario,” Panama, September 1957. 

a Provinces not included in the survey in 1953 through 1956. 

b One quintal=46 Kilos. 
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Holdings of less than 100 hectares accounted for almost two- 
thirds of the total farm area. Farms of less than 20, and between 
20 and 100 hectares, represented, respectively 31 and 34 percent 
of all farms; while of the remainder, 18 percent ranged in size 
from 100 to 500 hectares. The balance, or 17 percent of total 
farm area, was thus distributed in holdings of 500 or more 
hectares. 

At the time of the 1950 Census, twenty percent of the total 
farm area was under cultivation, on which a sample 85,473 
holdings was surveyed. Thereof, 12,057 had been leased to 
tenants. Terms of tenancy included payment in cash, kind or 
labor; 56 percent of the lessees paid their rent in cash, 23 percent 
in the form of commodities, and the balance contracted for 
their labor. 

The extent to which agricultural pursuits in Panama still con- 
sist mainly of small scale farming can be discerned from the 
returns of the first Agricultural Census conducted in 1950, which 
reported the following distribution of size of holdings collected 
from 79,504 out of 85,473 cultivated farmsteads surveyed: * 

Size of 
Percent of Farmstead 
Surveyed Sample (hectares) 
22 -2 
31 2-5 
20 5-10 
14 10-20 
12 20-100 
1 100 plus 


Hence hand labor prevails. Clearing is accomplished with an 
axe and machete after the field has been burned off, rice is 
planted by punching pointed sticks into the soil from six to nine 
inches apart, with 10 to 14 inches between rows, weeding is by 
machete and harvesting by hand with the use of a small knife. 
Under these conditions, farmers follow the roza type of agri- 


7 Republic of Panama, Contraloria General de la Republica, Direccion 
de Estadistica y Censo, Primer Censo Agropecuario, vol 2, January 1957. 
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culture. A new piece of land is cleared or burned each year, 
and after being cultivated for two years, is abandoned to the 
encroaching grass and subsequently, to brush and small trees. 
These can be cleared and burned again after the land has been 
rested and the process is repeated. However, the farmer is able 
to cultivate only a small part of the cleared land each year; 
production per person and per holding is low. 


The Role of Government. After the 1940 National Census 
had disclosed the importance of agriculture in the Panamanian 
economy, the Secretariat of Agriculture and Commerce was 
organized as one of the Ministries of the government with a 
cabinet status. 

Since then, the expansion of the local rice industry has been 
fostered, directly or indirectly, by the government. On June 20, 
1941 an agricultural bank, the Banco Agro-Pecuario e Industrial, 
was established by Executive Decree No. 77 for the purpose of 
developing agriculture, livestock and industry, in addition to 
assisting in the importation of articles of prime necessity. Loans 
were granted when secured by first mortgage on farms, com- 
modities, future harvests, agricultural implements and industrial 
establishments.® 


In January of 1953 the Banco Agro-Pecuario was reorganized 
and absorbed by a newly created government-sponsored institu- 
tion known as the Instituto de Fomento Economico (IFE). 
(Apart from carrying on many of the functions of its predecessor, 
IFE also sponsored low-cost housing). 

Aside from direct government price supports administered 
through IFE, rice farmers were also aided by the Servicio Inter- 
Americano de Cooperacion Agricola (SICAP). This agency was 
established under the direction of the U.S. Operations Missions 
to Panama of the International Cooperation Administration, in 
conjunction with the Ministry of Agriculture, Commerce and 
Industry of the Republic of Panama. SICAP’s major functions 
consist of furnishing an agricultural extension service staffed by 
experts of the University of Arkansas, and generally to provide 








8 Pan-American Union, “National Economy of Panama,’ Comercial 
Pan-America, (Washington, D. C. January 1947), p. 11. 
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technical assistance to the Secretariat of Agriculture of the Min- 
istry of Agriculture, Commerce and Industry, and to the Institute 
de Fomento Economico. 

Recently, the latter has embarked upon a seed rice breeding 
program, which is designed to produce certified seed rice from 
registered seed imported from the United States. The aim is to 
provide annually 10,000 gwintals of certified seed rice, so that 
eventually only 2,000 guintals of registered seed will have to 
be imported each year as stock for local propagation. 


Future Prospects. In appraising the future, it may reasonably 
be presumed that rice production in Panama will keep pace with 
the expanding population, so that domestic supplies will be 
adequate to meet local demands. Improved cultural practices, 
including better water control, increased use of uniform, pure 
seed and fertilizers, a more permanent, instead of a shifting, 
system of agriculture, in addition to greater credit facilities, are 
some of the factors which could raise yields without bringing 
new areas into production. 

In the interim, climatic hazards may delay harvests or reduce 
yields sufficiently as to require occasional imports of small quan- 
tities of milled rice to tide the population over until the next 
harvest, as happened in 1957 when rice plantings in the spring 
were delayed by drought conditions. 

In some years, however, slight surpluses may become available 
for export. This occurred in 1948 and 1956, when, respectively, 
approximately 150 and 21,000 guintals of milled rice were shipped 
abroad. Still, it appears unlikely that Panama will become a 
prominent rice exporter. It seems inadvisable even to strive from 
a position of self-sufficiency to that of a surplus producer of rice 
because of the lack of foreign markets. Costs of production in 
Panama are considerably higher than those of Ecuador, for ex- 
ample, even to the extent as to offset Panama’s geographical 
advantage to neighboring deficit rice producers in the Caribbean, 
Central or South America. Although Venezuelan rice is pro- 
duced at higher cost, it is improbable that Venezuela would 
become a substantial outlet for Panamanian rice, the quality of 
which could not compete with that of rice produced and milled 
in the United States. 
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While the Republic of Panama may be able to market some 
surplus rice from time to time, as when supplies of more com- 
petitive exporters will have been exhausted, it would be difficult 
to support on economic grounds subsidized rice exports when 
government revenue can be much more profitably invested in 
fostering over-all economic development. 


y 
oO 


Hence, it would be better for Panama to maintain her present 
position of rice self-sufficiency rather than aspire toward being 
a surplus producer of rice. 









Venezuelan Oil: Facts, Fancies 


and Misinterpretations 
By Virgil Salera+ 


INTRODUCTION 


Contemporary discussion about Venezuela shows that anti-oil 
company writers are still stirring a broth which has been cooking 
for decades. Venezuelan oil issues, always interesting in them- 
selves, have taken on new significance in view of the overthrow 
of Perez-Jiménez. The broth stirrers are both Venezuelans and 
Americans. Between them, foreigners trying to manipulate the 
powerful heads of nationalistic steam and Americans with ideo- 
logical blinkers appear to be having almost a field day. But the 
loud positions are really being taken on the strength of half-truths. 
As always in such situations, there is a danger that many interested 
observers will get lost in the trees while trying to find the forest. 

Those of us who are interested in inter-American relations can 
not sit idly by while letting the gap between word and fact yawn 
as widely as seems to be indicated in recent literature. Who are 
the persons mainly responsible for creating this gap? Without 
attempting to strike a full balance, I nominate one American 
writer and a former Venezuelan president—Dr. E. Lieuwen * and 
Romulo Betancourt.’ We shall find that the gap-creators have 
used “‘history”’ as their main tool. 

This paper is addressed only to the oil-company aspects of the 
government-industry relationship, and then merely to the extent 





















* The American University and the American Enterprise Association. 
1E. Lieuwen, Petroleum in Venezuela, A History, University of Cali- 
fornia Press, Berkeley, 1955. 

2 Rémulo Betancourt, Venezuela: Politica y Petroleo, Mexico, Fondo de 
Cultura Economica, 1956. 
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of the main issues raised by Lieuwen and Betancourt. The imme- 
diate take-off has been provided by two very unsatisfactory pieces 
of recent commentary, an article dealing with both Lieuwen and 
Betancourt by Professor Rippy in the last issue of this periodical * 
and a book review of the Betancourt volume in the professionally 
influential American Economic Review by a Rutgers professor.’ 


THE MAIN ISSUES 


The Charge of Dishonesty in Acquiring Concessions and the 
Unfairness Thereof. Lieuwen and Betancourt make the serious 
charge that many oil concessions were acquired dishonestly, and 
both Rippy and Alexander share this view—though Rippy’s 
position is somewhat qualified. I shall deal here mainly with 
Rippy’s statement, especially as it involves Lieuwen, since he 
deals with the matter at greater length than Alexander. 

In dealing with Rippy’s article in the last issue of this period- 
ical, it is necessary to examine Lieuwen’s treatment chiefly because 
Rippy cites Lieuwen only to the extent of the latter’s very strong 
remark that “under Gomez, the companies . . . made a farce 
out of the law when the occasion demanded.” 

What does Lieuwen say in his University of California doctoral 
thesis and what statements may justifiably be made in the light 
of the relevant facts? Lieuwen’s position on the present and 
related points may be summarized as follows: 


J. F. Rippy, “Venezuelan Vicissitudes, 1945-1956," IAEA, Winter 
1957. The present writer may possibly be excused for indicating a slight 
personal interest in the Rippy treatment inasmuch as he is referred to as 
a former employee of the Venezuelan government (footnote 1, p. 75) 
who has expressed optimism about Venezuela’s economic development 
and the contributions of the oil industry. I believe I am familiar enough 
with the problems and difficulties to say that I have expressed only 
qualified optimism about non-oil development, both in written documents 
prepared for the Venezuelan government and in my publications, many 
of them in this periodical. But this is a secondary quarrel with Rippy. 
I was most disappointed to note that he refers to me about Venezuelan 
oil, but failed to call the reader’s attention to my criticism of the Lieuwen 
position in a paper on Venezuela that appeared in a recent issue of this 
periodical. See my “On Anti-Venezuelan Economic Biases,” AEA, Sum- 
mer 1957, p. 81, footnote 15. 

*Mr. R. J. Alexander’s wholly uncritical review of Betancourt in the 
December 1957 issue of the Review, pp. 1024-1026. 
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The oil companies (British-Dutch firms are stressed by 

Lieuwen with respect to the early period) used direct 
political “pressure” to obtain concessions of unduly long 
duration and often failed to live up to the terms of such 
concessions respecting the extent of exploration, produc- 
tion, etc. (See pp. 11, 16, 21, 24, 30 and 36 of Lieuwen). 

2. The companies failed to combat political dictatorship 
and local habits of the grease-the-palm variety. (See 
pp. 20-21, 36, 37). 

3. The oil firms fought the native desire to have a large 
domestic refining industry. (Pp. 17, 24, 28). 

4. The oil producers refused to offer Venezuela royalty 
terms as generous as those then prevailing in the U.S. 

(Pp. 29, 58). 


As has already been suggested, most of these statements are 
half-truths at best. Clearly, however, semi-facts require even 
more careful (‘‘scientific’’) interpretation than the “‘better’’ vari- 
ety. This generally has not been done by Lieuwen, though he 
has indeed cited a great quantity of interesting facts and opinions. 
But it is precisely because the average reader is likely to be 
impressed with the sheer volume of documentation that so much 
depends on the interpretation of the data. 


There are two major shortcomings with respect to interpre- 
tation. First, Lieuwen usually fails to make allowance for the 
very special circumstances of the Venezuelan scene in the period 
up to about 1930. Secondly, he fails to correlate the Venezuelan 
inquiries and operations of the companies with the relevant and 
distinctive technical and competitive features of the mainland 
oil industry in the U.S. itself, especially the international position 
of our own oil industry at the time. 

Regarding the first failure, the following points need very 
much to be kept in mind in reading the “facts’’ as recited by Mr. 
Lieuwen. First, Venezuela was very backward in about every 
sense of the term: in particular, government was underdeveloped 
administratively, and the government departments knew little 
about the nation’s resources picture except in more or less useless 
generalities. It was the companies that had to find out, often by 
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ingenious and costly methods. Secondly, the government was to 
an extraordinary degree personal and personified in an even 
stronger president than is almost standard in Latin America, 
corruption by U.S.-U.K. criteria was a marked characteristic of 
government-industry-commerce relations (but probably no more 
so than in most of Latin America), and nepotism and favoritism 
were rife and really beyond remedy by outsiders. In fact, democ- 
racy as we know it had never existed in the country except 
possibly for a few brief intervals. Third, partly because of the 
foregoing, and particularly the matter of technical knowledge, 
there was a decidedly unsatisfactory understanding in the country 
of the complex issues of domestic refining policy in the early 
stages of the industry, and, no less important, a failure except 
in some restricted circles to appreciate that Venezuela’s competi- 
tive position in world oil at the time depended in no small 
degree upon a secure (and, other things equal, therefore low- 
cost) refinery base in the nearby offshore Dutch islands. (Of 
course, the refinery question is a far different one today). In this 
connection, offers on Venezuelan concessions of given attractive- 
ness (yield, grade, etc.) would have to be at least somewhat 
less than alternative properties in the U.S. if only because the 
latter were not surrounded by the costly uncertainties connected 
with the refinery issue, to mention but one uncertainty. Finally, 
oil exploration and production required hacking one’s way through 
jungles * fraught not only with great disease problems but often 
with those of operating near native Indian tribes which had never 
really been pacified by the local authorities. Then, of course, 
there were the problems of providing costly “‘social overhead 
capital” ° which today is often stated by American proponents 
of liberal foreign economic aid to be beyond the capacity of 
local governments—but which the oil companies made available 


5 Mexico, then at a more advanced stage than Venezuela in oil, pre- 
sented fewer difficulties of this kind to the American companies, a fact 
which Lieuwen should have noted. Even more important, of course, is 
the fact that the development of Mexican oil has been hampered by policy 
which was below optimum requirements. The comparison of Mexican 
and Venezuelan policy is inviting, but this is not the place for it. 

* Lieuwen appears to recognize this in a way. See pp. 15 and 26. 
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in most cases (for their own and the general public’s use) before 
fields were any where near being fully proven.’ 

Historical scholarship, as we all know, faces its main test in 
the field of interpretation or evaluation. I submit, if only on the 
basis of the foregoing, that Lieuwen failed to pass such a test— 
though he (obviously) “succeeded” in the eyes of his (apparently 
not too well informed) university examining committee. 

I have charged, in the second place, that Lieuwen failed ade- 
quately to correlate the oil information which he obtained in 
Venezuela with the relevant and distinctive technical and competi- 
tive features of the mainland American oil industry, particularly 
the latter's unchallenged international competitive position.’ 
Briefly, mainland U.S. production, by virtue of its size and the 
technical excellence of the industry, dominated the world oil 
situation. We enjoyed distinct cost advantages, an especially 
important consideration when it is recalled that world oil demand 
was then comparatively low and easily accommodated by our own 
output. There was, in brief, very little real economic pressure 
to hurry up bringing in what was, for the short run, high-cost 
and uncertain Venezuelan output, much of it located at consid- 
erable distances from cheap transportation. 

The last point is of some importance with respect to the ever- 
present question of efficient resource allocation. Briefly, in the 
early years of the Venezuelan oil industry the important thing 
both for the companies and world consumers was to stake out 
claims, assess prospects and rank fields in terms of their relative 
attractiveness by cost-yield ratios, and otherwise to prepare for 
the day when large-scale Venezuelan operations would be dic- 
tated by economic conditions—due allowance being made for 
Venezuela's relative oil position (including logistics) in the 
framework of the then-existing circumstances of world produc- 
tion and demand. Properly evaluated, the facts recited by Lieuwen 
really show not what he claims (which, of course, are superficially 


7 Lieuwen also recognizes this special risk element, but assigns to it 
the relative unimportance that is all too common among non-economists 
writing on economic subjects. See his p. 29. 

8 Interestingly, Lieuwen admits that no great Venezuelan oil deposits 
had been found up to the end of 1922. See p. 31. 
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impressive largely by detective-story standards) but a quite dif- 
ferent and fundamentally important point, namely, that the scope 
and tempo of oil mapping, exploration and exploitation in Venez- 
uela were in good accord with the dictates of efficient world-wide 
use of petroleum resources. This should not be surprising to 
economists, of course, given the generally unrivaled capacity of 
free markets to coordinate diffuse information and efficiently 
to allocate scarce resources. 


The preceding paragraph should point up the importance of 
proper evaluation of Venezuelan facts and semi-facts. Such 
evaluation is especially significant with respect to a burning polit- 
ical question at the time (and still): “Was Venezuela getting 
enough for her oil?” In effect, Liewwen answers ‘‘No.” He 
may be quoted: “Were the 71/4 to 10 percent royalties ° fair to 
the nation when the same companies paid an average of 121/4 
percent in the U.S.?” The government, he states, answered with 
“an emphatic ‘No’” when “Gomez’ opposition was finally un- 
muzzled in 1935.” *° (P. 29). 


® Interestingly, Liewwen pointed out earlier that the 1918 law specified 
royalties of “8 to 15 percent depending upon the distance from the pro- 
ducing well to the shipping point.” (P. 24, italics added). The main 
comment, of course, is that the spread between 71/,-10 and 121, percent 
does not establish even a prima facie case that the royalty in Venezuela 
was economically smaller than that in the U.S. In this connection, note 
Lieuwen’s admission—but only at the end of his book—that early opera- 
tions involved a ‘“‘gamble that was so great that the odds had to be made 
large.” (P. 119). 

10 The reader appreciates, of course, that the government has shared 
50-50 in company net earnings for a number of years, and that Venezuela 
(starting with the regime of Medina) pioneered the 50-50 formula. 
There is a point that needs great emphasis in this connection: the signi- 
ficance of 50 percent to the host government depends on the size of the 
profits, which in the last analysis boils down to the scale of operations 
and their efficiency, not merely in producing crude but also in the other 
highly capital-intensive facilities which only the major international oil 
companies provide. It is partly the world-wide refining, transport, stor- 
age, and distribution facilities of such companies that have made the oil 
revenues of producing countries as big as they are. This point should 
not be overlooked by men who everlastingly tend to view oil issues mainly 
in the familiar and more emotional context of national prestige. On this 
general subject, see “Fifty-Fifty in Oil,” The Economist, Jan. 18, 1958, 
p- 230. 
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To sum up, then, I believe it fair to say that every one of 
Lieuwen’s chief contentions, summarized earlier, each of which 
packs a heavy emotional wallop in Venezuela, may be interpreted 
in a manner quite different from his interpretation—nay, that in 
most cases the elementary economics of the issues dictates a dif- 
ferent, even diametrically opposed, evaluation. Yet it is of such 
superficial * stuff that very damaging charges are being hurled, 
all in the name of “‘science.” 


The “Failure” to Develop the Economy. There is a second 
major charge against the oil companies, namely, their role as 
quasi-““accomplices” of the government in thwarting “true” or 
“proper” economic development. One of the main complaints 
is the “failure” in housing and agriculture (“the populace con- 
tinues f[i.e., in the 1950s} to live in misery’). Yet old-timers 
who return to the main Venezuelan cities are very impressed 
with the tremendous housing developments. One Latin American 
acquaintance who knows the Hemisphere has even predicted to 
the present writer that Caracas will soon be the finest capital 
city in Latin America. 


As to agriculture, I know of no more telling answer to Lieuwen 
(and, in a way, to Rippy) than to make a comparison between 
his vague charges of ‘‘failure’” and the latest facts reported in 
the same issue of this periodical.” 

As the Gonzalez article shows, Venezuelan agriculture (which 
has developed surpluses in a manner markedly similar to that 


11 Permit me to cite one more example of misleading use of data. The 
wages paid unskilled oil workers are always of human interest. Lieuwen’s 
first reference to this subject, on page 31, is merely that earnings were 
“five bolivars a day.” This treatment may be likened to that of a college 
lecturer who told an audience of foreign students—not acquainted with 
U.S. industrial history—that Henry Ford paid only $5 a day some 40 
years ago. As a minimum, Lieuwen should have helped the reader by 
(1) comparing 5 bolivars with the much lower wages prevailing outside 
the oil industry, (2) indicating that the industry uses only a very small 
part of the Venezuelan labor force, (3) revealing that oil wages have 
consistently been above the national average, and (4) emphasizing that 
the amenities of life generally were far greater in and near the oil centers 
than in the nearby villages. 

12 Heliodoro Gonzalez, ‘The Venezuelan Accomplishment: I. Food 
Supply,” IAEA, Winter 1957. 
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in the U.S. under our high price supports) has responded to 
market and government inducements and enterprises by produc- 
ing farm surpluses in products in which the country formerly 
was on a substantial import basis.** I am not arguing that the 
outcome is necessarily a mark of high efficiency in resource-use,** 
given the role of direct governmental operations in some areas 
of agriculture, price supports, and the variety of alternative farm 
policies, but at least agricultural production in Venezuela is at 
all-time highs. Are there any semantic tricks by which those who 
cry “failure” can reconcile their charges with the new phenom- 
ena of fairly substantial Venezuelan farm surpluses? This and 
related questions are still of some pertinency, since the arteries 
of thought on the subject are far from hardened. In due time, 
I predict, writers will be generally agreed that the unfair indict- 
ments against the oil firms *® are no less wide of the mark than 
those which have been made regarding alleged “stagnation” 
in agriculture. 


A Book Review: Fury Without Substance 
Readers of this periodical who are also familiar with the 
American Economic Review, one of the world’s top professional 


18 This part of the record is remarkable in a way, because of the fact 
the accomplishment was achieved in less than a quinquennium. 

14 For example, many land-clearing schemes were enormously costly, 
some colonization experiments have been of only limited effectiveness, 
top officials were rigidly opposed to the completion of some large-scale 
reclamation projects located in areas of good farm land on which sub- 
stantial government investment had already been made by previous gov- 
ernments, and the high value assigned to speed and photogenic projects 
has been largely responsible for the slowness in developing a really 
broad-based, private-enterprise competitive agriculture. Nearly all of 
these matters were not only known in Caracas, but actively discussed 
within the Ministry of Agriculture. Political decisions at the highest levels 
thwarted action-programs (in many cases not unlike the way in which, 
and the reasons for which, our own Congress sometimes deals with 
matters on which a technical consensus has been reached, both within 
the USDA and in the relevant departments of our leading agricultural 
colleges). 

15 That the misunderstandings to overcome are admittedly great is also 
indicated, for example, by the many misleading statements about Venez- 
uelan oil in a recent work by P. A. Baran, The Political Economy of 
Growth, New York, 1957. 
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economics journals, appreciate the deservedly high repute in 
which the Review’s book review section is held. Few are the 
occasions in which highly controversial books are reviewed uncrit- 
ically in that section. One such case occurred recently, however— 
Alexander’s review of the Betancourt’® volume on Venezuelan 
oil. Since most readers of the AER know little about Venezuela, 
the present writer undertook to prepare a reply that would help 
to set the record straight. But criticisms of book reviews in that 
publication are uncommon, and in my case the editor decided 
against departure from the usual practice on the ground that my 
reply was addressed more to the author than to the reviewer. 
I leave the evaluation of the editor's judgment to others. In any 
case, the editor of Inter-American Economic Affairs feels that my 
reply to Alexander is integrally related to the body of the pres- 
ent paper. I am therefore including it, in the paragraphs that 
follow, exactly as it was subrhitted to the editor of the AER. 

A critical note on a book review would be unwarranted unless 
there were strong grounds for demonstrating a serious lapse 
from review standards, especially when the lapse could reasonably 
be held to harm our international relations. Professor R. J. 
Alexander’s wholly uncritical—and therefore one-sided—review 
of the highly controversial Betancourt book*’ is such a case. 
His review will not only mislead economists, unfamiliar with 
Venezuela, about many of the real facts concerning government- 
American oil company relations in a nation which ranks second 
on the list of those where we have foreign investments; it will 
play into the hands of vocal but poorly informed foreign critics 
of a vital sector of American foreign economic policy by unfairly 
accepting the attribution of sinister, or improper, motives and 
actions to investors who actually have been as solicitous of the 
local people’s welfare as is possible without sacrificing efficiency 
of resource-use in a very capital-intensive and internationally 
competitive business. I shall support my charges by contrasting 
each of the reviewer’s main faulty statements about oil (num- 


16 The reader understands, of course, that Betancourt is the leader of 
Venezuela's numerically strongest political party, Accién Democratica. 

17R. Betancourt, Venezuela: Politica y Petroleo, American Economic 
Review, December 1957, pp. 1024-1026. 
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bered) with an accurate, or at least more accurate, version of 
the relevant point (lettered). 

1. Regarding the early period, ‘neither Gomez nor the British 
and American oil companies were much concerned to see that 
the great mass of the Venezuelan people should participate in 
the returns of the industry.” (a) “Participation” at that time 
was almost entirely through the royalty rate—then an eighth on 
the average in the world’s chief source of supply (the U.S.), 
and nearly an eighth in Venezuela where (1) non-production 
costs were high as compared with those in the U.S., and (2) the 
inherent uncertainty of capital-intensive investments was incom- 
parably greater than in the U.S. The sheer economics of com- 
parative participation were such that the country of production 
was then almost a matter of indifference to the companies. 

2. Alexander uncritically accepts Betancourt’s figures on the 
effects of 50-50 sharing of earnings with the companies, even 
though elementary error is involved. Betancourt, a politician, 
may be allowed to boast that as compared with 1938 physical 
volume in 1947 had increased 130.9 per cent while the govern- 
ment’s income from oil had grown by 621.2 per cent. But should 
an economist merely restate the author's position without indi- 
cating what had happened particularly to oil prices—which in 
1947 were over twice the 1938 level? The combined effect of 
volume, the post-war price level and the new sharing formula 
was to expand the government's yield by 47 per cent, not a very 
misleading 621.2 per cent, as is shown by Betancourt’s figures 
(also cited by the reviewer) of 814.5 vs 554.9 million bolivars. 
Clearly, the 1947 version of 50-50 yielded a government share 
which did not make the earlier and technically different basis 
of sharing appear to be anywhere near as modest as the reviewer's 
uncritical statements imply. (This is not the place to enter into 
discussion of the economics of sharing). 

3. Because the government’s development record appears to 
be regarded as germane, if only indirectly, to issues involving 
government-oil industry relations, mention should here be made 
of the following comment by the reviewer: “. . . the army 
rulers have concentrated on a spectacular building and public 
works program in the capital instead of a program designed to 
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create a more diversified economy.” (a) Such a statement is a 
distortion of the facts. The capital has indeed received more 
than its share of public expenditures, but a great deal has been 
done both in design and in fact to diversify the economy—to 
which the reviewer should have alluded if only to offset Betan- 
court’s one-sided statement. To mention a few facts, agricultural 
colonies such as Turén, the large Gudrico reclamation project, 
greatly expanded fluid and powdered milk production, an export 
position in sugar, rice, and cotton, the large steel mill now under 
construction at Puerto Ordaz, the petrochemicals industry at 
Puerto Cabello, many new steam generating plants, nation-wide 
highway building, and the Puerto Cabello-Barquisimeto railway, 
owe their existence to government efforts to accelerate diversifi- 
cation. Admittedly, some of these projects were very costly. 

4, “Betancourt . . . accuses the (army) administration of not 
seeing that the 50-50 agreement is carried out.” (a) This is 
a most serious distortion, which Alexander in effect has accepted 
uncritically by failing to state there is published and incontrover- 
tible evidence to the contrary.”* 

5. “He (Betancourt) also attacks the military government for 
reversing the Democratic Action policy of not granting new con- 
cessions. His charges about the influences which the oil com- 
panies have brought to bear in order to get new concessions do 
not make a pleasant story.”” This charge involves a complex set 
of elements. It may suffice to counter with the following: (a) 
the government waited over a decade before granting new con- 
cessions, and then acted only after careful study both in the 
Venezuelan interest and in the spirit of good inter-Americanism; 
(b) world oil demand had been growing at a fast rate and 
Venezuela's contribution to supply was not expanding as rapidly 
as was feasible and economic in part because of uncertainties over 
new concessions; (c) it is clear, in retrospect, that the Venezuelan 
authorities brilliantly timed the granting of new concessions, 
offering them at a period of peak oil values (for example, had 


18 See, for example, the present writer's ‘Some Problems of the Venez- 
uelan Petroleum Industry,” Inter-American Economic Affairs, Summer 
1955, p. 88, which reproduces Ministry of Mines data showing that the 
government’s share has exceeded 50 per cent. 












48 INTER-AMERICAN ECONOMIC AFFAIRS 


the concessions been delayed only six months, appreciably less 
than $700 million would have been realized as bonuses paid by 
the companies); (d) not only Venezuela’s economic interest, but 
the U.S. national interest*® as well, was served by company 
petitions for new concessions in the light of the international 
oil facts in the 1950s; (e) it is easy to impute incorrect “influ- 
ences,” especially by citing bits and pieces of necessarily complex 
company-government relations out of context; *° actually, the 
companies have a long record of very proper conduct in terms 
of all relevant considerations, not the least of which is the Venez- 
uelan national interest fairly narrowly conceived. 


19 If Suez provided any lesson it was that there is a need to diversify | 
the free world’s supplies of oil. | 
20 Betancourt was in exile during the period of the alleged company 


“influences.” 
21 See, for example, The Creole Petroleum Corporation in Venezuela, 


Washington, 1955, National Planning Association. 





U. S. Aid to Latin America: 
1956 and 1957 


By J. Fred Rippy* 


Latin America fared somewhat better in reference to aid from 
the United States in fiscal 1956-1957 than in most previous post- 
war years despite the fact that the Eisenhower Administration 
encountered difficulties in obtaining appropriations from Congress 
for the foreign-assistance programs. Latin America’s annual aver- 
age for these two fiscal years was approximately $260,357,000, 
whereas the annual average during the decade of 1946-1955 had 
been only some $150,731,000. In respect to this region, the 
United States Congress had been more generous than the United 
States Executive Branch. Assistance extended by the government 
of the United States to Latin America during fiscal years 1946 
through 1957 aggregated slightly more than $2,336,018,000: 
grants, $848,250,000; credits utilized, $1,487,768,000." 


Congress had acquired the habit of earmarking funds for aid 
to specific countries and to the region as a whole. The major 
proponents of increased assistance to Latin America were the 
Senators from various states especially Florida and New Mexico. 
The attitude of the Executive Branch with reference to aid to 
the neighboring region had been evident for some time, but it 
was most clearly revealed with reference to “mutual aid’ for 
fiscal 1958. Statements illustrating the sentiments of the Eisen- 
hower administration are quoted below. 


* Professor of History, The University of Chicago. 

1 Department of Commerce, Office of Business Economics, Foreign 
Grants and Credits by the United States Government, June 1957 Quarter, 
Tables 3 and 6. 
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The International Cooperation Administration’s Summary Pres- 
entation, June 1957 (page 131): 


Massive grant aid programs are not called for in Latin 
America. Because of its geographical location there is no 
immediate threat of large-scale external Communist aggres- 
sion. ... Latin America has had and probably will have 
more and larger opportunities than other geographic areas 
to obtain—through trade, through private and public enter- 
prise, through private investment both local and foreign, and 
through loans from public institutions such as the Export- 
Import Bank and the International Bank for Reconstruction 
and Development—the external resources required for eco- 
nomic development. 


Leonard J. Saccio, ICA’s general counsel (May 28, 1957): ° 


The relatively small size of this program, as well as its 
specific purposes and general composition, reflect the fact 
that the problems to be dealt with in Latin America dif- 
fer . . . from the problems which confront the United States 
elsewhere in the free world. In the first place, because of 
its geographical location, there is no immediate threat of 
massive external Communist aggression, such as exists 
around the perimeter of the Soviet bloc . . . and hence no 
pressing requirement for the creation and maintenance of 
large modern military forces. .. . In the second place, 
again because of its geographical location, Latin America 
does not at the moment, in terms of present strategic con- 
cepts, have the same significance to the defense of the 
United States as certain other overseas areas which provide 
essential base sites intermediate between the United States 
and the Soviet Union. .. . In the third place, . . . Latin 
America has had, and has the prospect of continuing to 
have, more and larger opportunities than these other areas 
to obtain, by trade, through private investment, and recourse 
to the public lending institutions, the external resources 
required for such development. 


2 Senate Committee on Foreign Relations, 85 Cong., 1 Sess., Hearings: 


“Mutual Security Act of 1957,” pp. 294-95. 
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Secretary John Foster Dulles (June 18, 1957): * 

In the case of the Americas, . . . they are now in the 
main able to meet their increased demands through private 
loans and Export-Import Bank loans and World Bank loans. 

Secretary Dulles, opposing the setting aside of specific funds for 
Latin America (August 19, 1957): * 

If you. . . get into the practice of legislating in terms 
of special countries, that is going to lead increasingly to 
the development by every country beneficiary of this plan 
of . . . a lobby designed to promote aid to it. There is 
going to be pulling and hauling and I don’t think it is a 
dignified or proper procedure. ... You are going to destroy 
your flexibility entirely. 

The second statement made by Secretary Dulles, that of 
August 19, 1957, had reference to a special fund of $20 or $25 
million for Latin America. On the initiative of Senator George 
Smathers of Florida the sum of $15 million had been earmarked 
for the region for fiscal 1957 and had been expended as follows: 
A grant of $1.5 million to the Pan American Sanitary Organi- 
zation for the eradication of malaria; a grant of $500,000 to 
the Inter-American Institute of Agricultural Sciences; loans rang- 
ing from $850,000 to $3,000,000 to Chile, Costa Rica, Ecuador, 
Honduras, Panama, Paraguay, and Peru, amounting to an aggre- 
gate of $12,850,000, at around 3 per cent interest and running 
from 20 to 30 years.” Having obtained $15 million for fiscal 
1957, Senator Smathers attempted to “wangle’’ $25 million 
extra for Latin America for fiscal 1958. But it is not absolutely 
certain that the region will receive an additional $20 million, if 
even that much. 

Action on this extra money for the other Americans was 
rather complicated. An authorization of an additional $25 


‘House Committee on Appropriations, 85 Cong., 1 Sess., Hearings: 
‘Mutual Security Appropriations for 1958,” p. 132. 

‘Senate Committee on Appropriations, 85 Cong., 1 Sess., Hearings: 
“Mutual Security Appropriations for 1958,” pp. 606-07. 

° Apparently most of these credits were not utilized before the end of 
fiscal year 1957 and therefore were excluded by the Office of Business 
Economics in reporting the credits utilized for that year. 
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million specifically for Latin America passed both the Senate 
and the House only to be eliminated because the Deputy Assist- 
ant Secretary of State for Inter-American Affairs had made this 
statement before the House Committee on Appropriations: “Our 
position in the State Department has been that we did not con- 
sider this necessary.”"° But Senator Smathers and his Florida 
colleague, Spessard Holland, then exerted themselves and suc- 
ceeded in having $20 million extra included in the Senate 
appropriation bill. In one of his appeals Senator Holland dis- 
closed that he and Senator Smathers were fishing for the votes 
of naturalized citizens from Latin America living in their state: 
“Senator Smathers and myself happen to be real close to Latin 
America geographically and . . . have a great many people of 
the various Latin-American races who have become our good 
citizens.” The same motives probably account for the favorable 
attitude of Senator Dennis Chavez of New Mexico. Senator 
Leverett Saltonstall of Massachusetts appears to have supported 
this special favor for Latin America because the region had 
become a profitable field of investment for Boston banks. The 
practice deprecated by Secretary Dulles was well under way. 
The Senate’s special fund of $20 million failed to gain the 
approval of the House conferees, but the Senate-House confer- 
ence agreed in recommending that “not less than” $20 million 
should be set aside for Latin America, 90 per cent of the total 
to be bestowed in the form of cheap loans. The final words 
on the subject, so far as Congress was concerned, were these: ® 
Mr. Smathers. Was it the feeling of the conferees that 

the $20 million . . . would be taken from the special assist- 

ance fund . . .? 


Mr. Hayden [chairman of the Senate Committee on Ap- 
propriations}. Thereby even more than $20 million would 
be available, whereas originally not more than $20 million 
would be available. 


® House Committee on Appropriations, 85 Cong., 1 Sess., Hearings: 
‘Mutual Security Appropriations for 1958,” p. 668. 

7 Senate Committee on Appropriations, 85 Cong., 1 Sess., Hearings: 
‘Mutual Security Appropriations for 1958,” p. 152. 

® Congressional Record (daily), Aug. 29, 1957, p. 15048. 
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Mr. Smathers. In view of the action of the conferees, 
is it the belief of the conferees and the Senator that the 
$20 million can be used in the same fashion as originally 
contemplated .. .? 

Mr. Hayden. Yes. 

If the Executive Branch should respond to this pressure, Latin 
America’s share in the foreign-aid appropriation for fiscal year 
1958 might total $114.5 million or more, even though the global 
appropriation was almost a billion dollars less for that year than 
for fiscal 1957.° 

John B. Hollister, director of ICA, had made his position 
clear on the benevolent phase of foreign aid as early as April 
2, 1957, when he said: “I personally feel it is not the duty of 
the Government to spend substantial amounts of the taxpayers’ 
money for the general welfare of the rest of the world unless 
there is security tied to it.” In short, he opposed heavy expen- 
ditures for benevolent purposes. He also referred to other moti- 
vations and to two sources of pressure when he remarked: 
“Enthusiastic ambassadors and people in our organization feel . . . 
that the country they work in is the most important in the 
world,” and when he complained: ‘‘I have great pressures brought 
on me by American manufacturers and members of Congress . . . 
to give preference to American producers.” *” He might have 
mentioned other sources of influence, particularly the pressure 
exerted by certain racial blocs, such as the naturalized Polish 
citizens, or the Zionists, or perhaps the Negroes in the northern 
cities whose votes might be won by enlarging aid to the peoples 
of Africa. 


® The Executive Branch had asked for only $94.5 million for Latin 
America for fiscal year 1958. On August 19, 1957, John B. Hollister, 
the director of ICA had said with reference to the additional $20 million: 
“If Congress sees fit . . . it would be very useful in Latin America, but 
it is not one of the points we are emphasizing.” The Administration had 
been disappointed because Congress had not displayed much enthusiasm 
for a big development fund to be used at the discretion of the Executive 
Branch. See the Senate Hearings cited in note 7, p. 597. The global 
appropriation for mutual security for fiscal 1958 was $2,768,760,000; 
for fiscal 1957 it was $3,766,570,000. 

1° House Committee on Appropriations, 85 Cong., 1 Sess., Hearings: 
“Mutual Security Appropriations for 1958,” pp. 14, 43, 46. 
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For these and various other reasons, besides the desire to safe- 
guard the national security, foreign assistance had become almost 
global. The following statement by Congressman Charles H. 
Brown of Missouri in July, 1957, does not seem absurd: ™ 

By attempting too much in too many places . . . [we} 
are actually doing so little in each place that we neither 
have a theory that we can live up to nor a program that 


we can live with. ... What we have evolved . . . is a poor 
man’s Marshall Plan . . . applied wholesale to practically 
every . . . nation of the world. 


The practical objectives of these programs need to be defined 
more rigidly. The programs should be restricted to countries 
of supreme importance to ational security, which should be 
their prime, if not their sole, motivation. 

From July 1, 1945, through June 30, 1957, the United States 
government distributed over $69.5 billions in foreign aid to 66 
independent countries and 13 dependent territories! Latin Amer- 
ica’s share of this bounty, as already indicated, was in excess 
of $2.3 billion. Latin America’s share in fiscal years 1956 and 
1957 was $520,714,000, distributed as indicated in Table 1.’* 


Too much or too little, the assistance extended to Latin America 
was small in comparison with that bestowed upon Indochina, 
Taiwan, Korea, the Philippine Republic, Israel, and Turkey. 
These six countries received from the United States government 
during fiscal years 1946-57 a grand total of approximately $7.5 
billion, well over $6.6 billion in outright grants. For the fiscal 
years 1956 and 1957 their aggregate was more than $1.8 billion, 
nearly all of this also in grants. In all cases except those of 
the Philippines and Israel, however, the paramount objective 


11 Congressional Record (daily), July 16, 1957, p. 10736. There are 
elements of absurdity in the economic arguments for the programs. By 
stimulating exports they are benefiting some people to the detriment of 
many others who pay for them doubly because of both higher prices and 
heavier taxes. If they make more raw materials available, they also tend 
to exhaust domestic raw materials by expanding exports of manufactured 
products. It is likely that little harm would be done if some of the 
peoples in Latin America, Europe, and elsewhere were dropped from the 
list of recipients. 

12 This table has been compiled from the document cited in note 1. 
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TABLE 1 
GRANTS AND CREDITS BY THE U.S. GOVERNMENT 
TO LATIN AMERICA 


FISCAL YEARS 1956-1957 





Country Grants Credits Utilized Total 

(thousands) (thousands ) (thousands ) 
Argentina $ 84 Se eee $ 84 
Bolivia 41,235 4,901 45,136 
Brazil 23,012 115,291 138,303 
Chile 4,788 4,903 9,691 
Colombia 6,684 1,447 8,131 
Costa Rica 6,983 6,181 13,164 
Cuba 989 8,851 9,840 
Dominican Republic — &#&# Seen 747 
Ecuador 3,927 10,348 14,275 
El Salvador 2,713 58 2,771 
Guatemala 35,416 2,046 37,462 
Haiti 10,456 9,414 19,870 
Honduras 3,496 14 3,510 
Mexico 2,739 23,915 26,654 
Nicaragua 4,555 74 4,629 
Panama T9528 7,321 
Paraguay 3,883 3,541 7,424 
Peru 15,589 33,174 48,763 
Uruguay — 556 
Venezuela 271 4,442 4,713 
Organ. of Am. States 2,693 meas 2,693 
Pan Am. San. Organ. a 1,500 
Unspecified 101,689 (1) 789 102,478 
TOTAL $281,326 $239,388 $520,714 


(1) The major part of this sum, namely, $109,887,000, was in the 
form of military aid to twelve of the twenty countries: Brazil, Uruguay, 
Chile, Peru, Ecuador, Colombia, Nicaragua, Honduras, Guatemala, Cuba, 
Haiti, and the Dominican Republic.. 
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was that of safeguarding the security of the United States by the 
prevention of military aggression by the Communists. It would 
be more appropriate to compare the assistance received by Latin 
America with the aid extended to the twenty underdeveloped 
countries listed in Table 2.** The total for these twenty nations 
of the Orient and Africa, some of them with far larger popula- 
tions than even the largest countries of Latin America and most 
of them much more exposed to the Communist peril, was only 
$1,965,201,000 during fiscal years 1946-1957 —or some $370 
million less than the twenty Latin-American nations received. 
Their aggregate of $698.7 million for fiscal years 1956-57, how- 
ever, exceeded the total for Latin America by some $178 million. 

Recall now that the aggregate assistance received by Latin 
America during these two fiscal years was $520,714 thousand, 
excluding most of the special fund amounting to $15 million. 
Remember also that the population of these 20 countries of Asia 
and Africa was approximately three times as large as the popu- 
lation of Latin America. Recall likewise that most of the African 
and Oriental countries, especially those in the Orient, are much 
closer to the Sino-Soviet bloc. The conclusion that the neighbors 
to the south received about as much as they deserved in the 
circumstances appears to be justified. 

High officials of the United States are verbally committed to 
the support and encouragement of private economic enterprise, 
both at home and abroad. In practice, however, the United 
States may actually be engaged in fostering state socialism in 
this country and scores of others while assuming the posture of 


13 See the source cited in note 1. It will be observed that the major 
recipients in 1956 and 1957 were Iran, Afganistan, India, Indonesia, 
Pakistan, Thailand, Egypt, and Libya. These eight countries had been 
receiving the lion’s share of assistance since the initiation of these pro- 
grams. By June 30, 1957, their totals, mostly grants, were as follows 
(in thousands) : 

Iran $327,928 Afghanistan $ 46,709 
India 499,787 Indonesia 286,114 
Pakistan 343,796 Thailand 104,027 
Egypt 87,425 Libya 49,969 
Total $1,258,936 Total $476,819 
The total for these eight nations was $1,735,755. This left only 
$229,446,000 for the other twelve countries specified in Table 2. 
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TABLE 2 


GRANTS AND CREDITS BY THE U.S. GOVERNMENT 
TO 
20 UNDERDEVELOPED COUNTRIES IN ASIA AND AFRICA, 
FISCAL YEARS 1956-1957 


Country Grants Credits Utilized Total 
(thousands) (thousands) (thousands) 


Near East 
Iran $ 79,000 $104,584 
Iraq 5,681 5,836 
Jordan 14,412 ; 14,412 
Lebanon 8,470 8,470 
Saudi Arabia 66 66 
Syria 131 233 
Total $107,760 $133,601 


Other Orient 
Afghanistan $ 5,842 $ 20,842 
Burma 744 744 
Ceylon 5,942 5,943 
India 134,780 129,616 
Indonesia 16,792 13,082 29,874 
Nepal 2,904 2,904 
Pakistan 153,998 52,166 206,164 
Thailand 58,876 10,211 70,087 
Total $380,518 $ 85,096 $465,614 


Africa 
Egypt $ 36,079 3,815 $ 39,894 
Ethiopia 6,850 9,250 
Liberia 3,107 6,657 
Libya 34,811 34,811 
Morocco 2,197 2,197 
Tunisia 6,648 6,648 
Total $ 89,692 $ 99,457 


Grand Total $577,970 $120,702 $698,672 
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vigorously opposing that extreme type of state socialism that 
prevails behind the iron and the bamboo curtains. State sub- 
sidies for economic enterprise are growing larger. Government 
ownership and management of economic enterprise is expanding. 
Government control of economic enterprise is spreading. The 
development of atomic power and efforts to dominate outer 
space—both state enterprises—seem likely to accelerate the trans- 
formation. Like it or not—and this writer does not like it—the 
twentieth century may be labeled in world history (provided 
anybody is left to write history after the year 2000) as the epoch 
in which the earth’s inhabitants drifted into state socialism. 


It is astonishing that nobody engaged in voting and distributing 
the billions collected from American taxpayers and scattered 
over a good part of the world has attempted a precise measure- 
ment of the trend of economic events, a task which should have 
been the first to be undertaken by public officials who avow such 
deep devotion to private economic enterprise. But they have set 
up no agency for this purpose. Adequate statistics have not been 
assembled to enable scholars to ascertain the rate at which sociali- 
zation is advancing or receding. 

It is little less astonishing that the International Labour Office, 
primarily concerned with the rights and privileges of workers, 
should have been the first to investigate this subject of socializa- 
tion. The Report of the Committee on Freedom of Employers’ 
and Workers’ Organizations, published under the auspices of 
the Governing Body of the ILO early in 1956, is a huge work 
containing 2,318 pages, including two long appendixes and a 
supplement.'* It deals with the 70 countries belonging to the 
ILO, but its main emphasis is on the status of labor. It devotes 
comparatively few pages to the “‘public sector’ of the numerous 
and varied national economies, and its statistics, particularly 
those relating to the underdeveloped countries, are from complete. 
Starting with these data, the United States government, if it is 
as profoundly concerned with private economic enterprise as it 
proclaims itself to be, should promptly assume the task of inves- 
tigating and constantly observing this socialistic movement. 


14 Geneva, 6-10 March 1956. Mimeographed and bound in 4 volumes. 
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It may be that the United States can do little to stem the 
advance. It is conceivable that this program of government-to- 
government aid called “mutual assistance’ must be perpetuated 
in order to shield the unconquered world against Communist 
aggression, to avoid economic depression, and to satisfy benevo- 
lent impulses. But if this should be the case, the Washington 
government should not close its eyes to the facts or conceal them 
from the people. It is not enough for the opponents of the pro- 
gram or those who would gradually abolish it to utter shouts 
of alarm about ‘‘creeping” or “galloping” socialism. They should 
compel their government to establish an agency to collect the 
data and continuously observe economic trends. 

The members of the ILO committee that wrote this report and 
edited these long appendixes were a British lawyer named Arnold 
D. McNair, a Mexican diplomat with experience in labor nego- 
tiations, named Pedro de Alba, and Justice A. R. Cornelius of 
Pakistan. They did not fully reveal their own views regarding 
the expansion of what they described as the ‘‘public sector” of 
the various national economies. But it seems unlikely that they 
exaggerated its magnitude or its recent growth. Their Report 
contains the following statement (p. 26): 


The outstanding . . . difference between the present struc- 
ture of industry throughout the world and that of 35 years 
ago is the very great enlargement of the public sector—an 
enlargement which in many cases is not inspired by any 
particular political or economic philosophy but has come 
about empirically and due to the pressure of circumstances. 


What the committee seems to say is this: Because of world 
wars, both hot and cold, because of world depressions and the 
remedies applied, because of wage and price rigidities and 
deficit financing, because political leaders “played by ear” and 
acted without sufficient awareness of possible results or followed 
the advice of economists who failed to take long-term trends 
into account, the functions of the state have been rapidly ex- 
panded. In short, national leaders and their “brain trusts’ and 
planners did not envisage the social order toward which they 
were traveling, a social order probably characterized by all- 
powerful states and enslaved peoples. The time has come to 
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think and think, foresee and foresee, to measure the brain capac- 
ity of those who seek to control governments and determine 
policy. More than specialists in natural sciences and technology 
will be needed if the world’s inhabitants are to avoid what may 
turn out to be a catastrophe. 

Although incomplete and limited to the period preceding 1956, 
the statistics assembled by this ILO committee indicate that the 
majority of the world’s wage-earners and salaried workers will 
soon be in the employment of the public authorities. Already 
a third of them were working for the state in Israel, and almost 
as large a fraction in Mexico, Uruguay, Argentina, Chile, Ecua- 
dor, Colombia, Iran, Iraq, Egypt, Ethiopia, Turkey, Pakistan, 
India, Ceylon, Burma, Thailand, the Philippine Republic, Taiwan 
(Formosa), and Viet-Nam. Nor were some of the more highly 
developed nations, such as Australia, Italy, France, the Scandi- 
navian countries, and the British Isles, far behind. As of the 
year 1954, the Federal Government of the United States owned 
immense areas of real estate, vast tracts of timber lands, and 77 
corporations engaged in production or in financing economic 
activities, subsidizing most of the nation’s producers and a good 
part of its transportation. State and local governments owned 
telephones, waterworks, gas and electric plants, streetcar and 
urban bus lines, airports, liquor stores, and toll highways, bridges, 
and tunnels. Federal, State, and local authorities employed 10.5 
per cent of the nation’s civilian labor force, and approximately 
1,100,000 of the total were employed in government economic 
enterprises. Early in 1958 the United States Congress was on 
the point of voting millions for salary raises for some 2,000,000 
bureaucrats in the midst of a recession when nearly three times 
as many workers were unemployed. Yet none of the proponents 
of “mutual aid” nor any of the “experts” and “on-the-spot” 
observers whom they hired—apparently for propaganda pur- 
poses—had paid any attention to this advance of socialization at 
home or abroad. In a long trance of absent-mindedness they 
were drifting toward the new age, the age of state socialism of 
Communist and other brands. 
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Prebisch on America’s 


Development Role 
By Virgil Salera* 


Americans usually welcome offers of advice from knowledge- 
able foreigners, especially when the parties hold responsible 
advisory positions. It is with such an attitude that many readers 
of the CED's recent symposium,’ the present writer among them, 
read the short essay by Raul Prebisch, the well-known adviser 
and Executive Secretary of the influential UN Economic Com- 
mission for Latin America.’ 

View of the Challenge. What is Prebisch’s view of the chal- 
lenge to America? It seems to come to this: Communism as a 
system of organizing resources is a formidable challenger since, 
contrary to Marxist theory, it appeals more to the people of 
the less-developed nations than to the “victims” of economic 
“concentration” in the highly industrialized states. The Soviets 
have succeeded in assimilating capitalist production techniques 
with impressive results, ‘‘despite the magnitude of the political 
and social sacrifices involved.” Their record is a “potent source 
of faith and inspiration for vast areas of the world.” 

It is capitalism’s task to meet this challenge. Prebisch even 
sees it as ‘‘the most important economic problem to be faced by 
the U.S. in the next twenty years.” (Throughout, italics are 
supplied). Unless the “system based on private enterprise” can 
produce “rapid and steady improvements in popular standards of 
living” and “increased opportunities for economic and social 


* The American University and the American Enterprise Association. 

1 Problems of United States Economic Development, Vol. 1, New 
York, 1958. 

2 “Soviet Challenge to American Leadership: America’s Role in Helping 
Underdeveloped Countries,” pp. 47-55. 
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ascent to the most dynamic elements in the community,” America 
will fade away in the eyes of the less-developed nations. 

No less significant, as Prebisch sees the problem, is the appar- 
ent absence of real evidence that economic policy under American 
leadership is adequately preparing for the development problems 
ahead. “It is unrealistic’ (meaning perhaps that America is 
wrong?*) “to wait for the free inter-play of economic forces 
alone to provide a solution,” since such forces, in Latin America 
at any rate, are utterly incapable of generating the necessary 
far-reaching changes in the “patterns of production and struc- 
ture of the economy, or of creating the conditions and incentives 
that private enterprise requires . . .” 

If there were ample time, the outlook for America might be 
more favorable. This is partly because Prebisch ‘‘believes that 
the system of private enterprise has tremendous possibilities in 
Latin America.” * But development ® is an “increasingly impera- 
tive social exigency.’ Hence, the rate of growth “must be in- 
tensive” and, more specifically as Prebisch sees it, one requiring 
a “large-scale international transfer of capital and technique” 
and a major role for the State. 


Prebisch does not posit a high growth rate to provide an 
increasing population with a rising per capita real product—or 
at least he makes no mention of this kind of thing in his CED 
paper. Rather, he feels that, unlike the past, “imposing num- 


*To say nothing as to whether America really views the problem in 
the indicated manner. 

* When a writer fails to indicate the requirements for flourishing private 
enterprise and especially the necessary conditions in the area of govern- 
ment-private sector relations, my skeptical instincts force me to label talk 
of “tremendous possibilities, but . . .’ as only a gesture of the lip-service 
variety. 

® What does “development” mean in this (fairly common) type of 
context? Does it refer to a high realized rate (4-5 per cent) of growth 
in per capita income? Need it refer to such a rate? Would a situation 
qualify as ‘‘development’’ if an unprecedented degree of teamwork between 
government and the local private sector, in which government expanded 
its investment and otherwise steadfastly sought to complement the private 
sector, produced conspicuously ‘expanded economic activity over-all but 
yielded a low current rate of growth correlated with widespread expec- 
tations of a high future rate? See also the text below with respect to 
an “‘intensive’’ rate of growth. 





DEVELOPMENT ROLE 63 


bers” of the younger generation are dynamic men “whoe aspira- 
tions soar high.” They will be frustrated, and undermine the 
whole system if, under private enterprise, they are not allowed 
to emerge rapidly “as e/fictent technicians and entrepreneurs.” ° 


This explains why “‘private enterprise from abroad,” useful as 
its contributions may be, is unable to play the role that is often 
claimed‘ for it. In fact, private foreign investment in Latin 
America could greatly surpass present proportions and still leave 
Latin America with its problem of avoiding the “Prebisch frus- 
tration.” In part, Prebisch seems to view the problem in terms 
of the low rate at which foreign capital trains local technicians 
and turns out men who become independent entrepreneurs. But 
the problem is said to be much more than one of insufficient 
numbers of trained men and entrepreneurs. Prebisch’s impres- 
sionistic evidence involves a point which bothers him a great 
deal. He states that “the developing [infant?} industries of 
Latin America have not reached a technical level at which 
they could withstand a very strong current of foreign private 
enterprise.” * 

What does Prebisch mean by this rather important statement ? 
He follows it with two observations which may shed some light. 
First, he adds his words to those of others by emphasizing that 
industrial productivity must be rapidly increased. Second, and 
most importantly, he asserts that domestic private enterprise in 
Latin America requires U. S. “‘financial assistance” if, given partly 
the productivity factor, such enterprise is not to fail in compe- 
tition with foreign private investors, and, moreover, this U.S. 
assistance must be granted to “enable Latin American enterprises 
to attempt successfully what would otherwise be undertaken 


®It would be interesting to read what Prebisch would have to say 
about a truly free enterprise system in Latin America, and specifically one 
free of the kind of open and hidden government restraints and deterrents 
(including the array of extra-legal extractions) that are all too common 
in Latin America and which he and men of like mind have yet to face 

to. 

7 Presumably mainly by Americans. 

® Cf. also President Frondizi’s statements during his campaign to the 
effect that Argentina must “protect its industries from the domination of 
foreign investors.” Wall Street Journal, March 10, 1958. 
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by its own” (i.e. American). Prebisch does not even rule out 
the possibility of U.S. aid of such proportions as would enable 
Latin America’s “private enterprise’ to relegate U.S. investment 
in Latin America to a “secondary plane’’ (a certainty in the long 
run)—partly, it seems, because he realizes that America, as com- 
pared with Britain in an earlier age, has a low ratio of foreign 
investment income to total national income.° 


The Proposals and Propositions Examined. The foregoing 
should provide some idea of the Prebisch diagnosis of America’s 
challenge plus, to employ the vernacular, a suggestion or two 
concerning ‘‘what there might be in it all for Latin America.” *° 
Prebisch is a polemical figure, long given to conjuring up ideas 
which give rise to no little controversy. In fact, “what is he up 
to?” is almost invariably asked, and not without reason as all 
informed persons know, by critical students concerned with U. S. 
policy toward Latin America.” 


®Prebisch points out that Britain’s former ratio exceeds contemporary 
America’s by about 10 to 1. While citing such figures, why does he stop 
with the net investment income sector of the American balance of pay- 
ments? An American, discussing the same figures, would remind our 
foreign friends that annual unilateral transfers since the war have aver- 
aged considerably more than our net foreign investment income, so that, 
ignoring obvious distributional elements, the U.S. economy has been 
deriving no net economic gain on balance of payments reckoning from 
the economy’s large stock of real investment abroad. Admittedly, some 
of our foreign aid has yielded significant non-financial benefits. 

10 Americans are by now quite used to special pleading in the guise 
of what is good for America. 

11On p. 50 of his CED essay Prebisch seems to be talking through 
both sides of his mouth at the same time. Thus, in a single paragraph, 
which starts characteristically with ‘let me make myself clear,” Prebisch 
says he does not advocate excluding foreign private enterprise from Latin 
America. ‘On the contrary, I believe it would fulfil a most useful func- 
tion, especially in those sectors in which Latin American entrepreneurs 
themselves may be or definitely are unable to cope with the problems 
involved in new, complex or costly techniques or in world market diffi- 
culties. But at the same time, it seems to me essential that a concentrated 
and unflagging {U.S.-financed} effort should be made to improve, 
strengthen and expand Latin American enterprise in such fields by means 
of far-reaching technical and financial cooperation programmes on an 
international basis.” 

This kind of argument is interesting in itself; it is doubly significant 
when viewed in the context of Latin American urgings that American 
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Prebisch’s proposal that the U.S. generously underwrite the 
rapid development of Latin American industrialization which 
would, by its efficiency, be able to hold its own with U. S. indus- 
try in the area, seen in the context of his assessment of the U. S. 
challenge, raises at least two fundamental questions. First, does 
he have the “right” view of the process of development, that 
is, the kind that maximizes returns from the scarcest resources, 
including in maximization the greatest possible rate of growth 
and diversification (for any given level of investment) of the 
same scarce resources? Second, does the existence of U.S. indus- 
try in Latin America mean that there is a barrier (serious or 
otherwise) to Latin American industrialization unless the U.S. 
subsidizes indigenous Latin American industry against its own 
firms operating south of the Rio Grande? 

It would take pages to do justice to either of these questions. 
Since I have dealt elsewhere ** with the first question, or leading 
aspects of it, I shall only emphasize that Prebisch does not have 
the ‘‘right’’ view of the development process and the require- 
ments therefor. So I would unequivocally reject recommendations 
calling for transfers of American resources which were based 
on his view of that process and his assessment of the require- 
ments. I may say this in passing, however: Why is it that influ- 
ential economists such as Dr. Prebisch, when talking about Latin 
American development, persistently fail to call attention (save 
in vague generalities) to such relatively easy and costless but 
basic reforms as would substitute modern corporate law for the 
senselessly outmoded variety which has been basically unaltered 
since Napoleonic days? '* An archaic corporation law accounts 
firms come in to provide local production of import-competing and dollar- 
saving goods. How many American firms would be so foolish as to 
enter in the future if they know that their home operations would be 
taxed, under a Prebisch-suggested policy, to run them out of Latin Amer- 
ica? How much more confused can Latin American advisers get? 

12 “Self-Help, Traditional Investment and Foreign Economic Aid,” in 
Federal Expenditure Policy for Economic Growth and Stability, Joint 
Economic Committee, Washington, 1957. See also my A U.S. Policy for 
Aiding the Less-Developed Nations, American Enterprise Association, 
Washington, 1958 (tentative title). 


‘*T am indebted to Dr. George Coutsoumaris, the University of Chi- 
cago-trained economist with a European legal background, for calling this 
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in part for the slow development of Latin America—and, unfor- 
tunately for Prebisch, increasing numbers of Americans are coming 
to appreciate that abundant dollars from Washington will only 
give Latin America more time to sta// in dealing with such 
obviously constructive reforms. 


What about his second question? Let’s face it: many Latin 
American intellectuals espouse his view, for which his own ECLA 
activities over the last decade are in no small way responsible. 

Note that Prebisch is arguing to the effect that Latin American 
industrialization is handicapped ** because there are branches or 
subsidiaries of well-established American companies there (or 
in many of the countries of the area). It would be one thing to 
say that relatively few Latin American firms now are able to hold 
their own unaided with most local operations of such companies. 
But Prebisch doesn’t say this. He says that industrialization is 
handicapped. But he provides no closely reasoned and suitably 
documented proof. Does even a superficial look at the available 
evidence support him? Have no strictly local industries emerged 
since American manufacturing companies entered Latin America? 
Has there been no growth of such local industries? The record 
speaks for itself. 

There are innumerable industries—a few large ones but most 
of them small at present, to be sure—in which economies of scale 
and advanced product technology count for little in present-day 
Latin America. It is these to which local enterprise naturally 
gravitates unless the man-made odds are strongly against it. They 
are also the nucleii, at least in many cases, for industries in which 
the scale factor may later become important and for which local 
enterprise ** will gradually assume unchallengeable strength on 


legal point to my attention. Dr. Coutsoumaris recently completed nearly 
five years of intensive on-the-spot research and advisory work in Venez- 
uela. His findings and thinking in the legal and economic areas are of 
no mean significance with respect to the problems of agricultural and 
industrial development in most of the world’s less-developed nations. 

14 The reader is reminded of the point about corporation law made in 
the preceding footnote. 

15 Prebisch fails lamentably to make proper allowance for the cumu- 
lative impact on Latin American industrialization of such developments 
as the technical education which thousands of Latin Americans are now 
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purely efficiency grounds. To refer to history: were early Amer- 
ican industries ** inevitably doomed because branches of estab- 
lished British firms were around and often dominated American 
manufacturing? Were American firms doomed to have no future, 
say, in any branch of the insurance business simply because Brit- 
ish firms then (as today) dominate certain sectors of that busi- 
ness? One could cite many examples from both American and 
Latin American history if little reliance is to be placed on a priori 
arguments. I’m afraid that in this area Prebisch has only been 
seeking, by unpersuasive means, to find a convenient scapegoat 
or two. There is no question, unfortunately, that in terms of a 
mere show of hands the emotional climate of Latin America 
strongly favors Prebisch at this juncture in history. 

Prebisch is on no more solid ground when he deals with 
certain industries that have been the center of controversy, some 
prompted by his own actions. He discusses a “delicate” ques- 
tion—the “constant assertion” (by foreigners?) that only foreign 
capital can develop ‘“‘certain basic services” or ‘‘national resources 
of decisive importance.” The Latin American reactions to such 
assertions, he states, are not mere xenophobia. Latins no longer 
accept what Prebisch calls the idea of their “congential inapti- 
tude.” Though entrepreneurs and technicians exist in Latin 
America, in the case of, say, a “large electric power station”’ 
they are “temporarily at a disadvantage in relation to foreign” 
capital ‘‘with all its power [non-electric?} and experience.” Preb- 
isch would eliminate the “temporary” disadvantage by giving 
local capital ‘‘a favourable opportunity” for entering this “new” 
field through assistance via U. S.-financed “international coopera- 
tion,” thus ending “foreign concessions, with their attendant 
political drawbacks, and the often harmful nationalization’ of 
this public utility.” 


obtaining in American universities. There is a relevant American his- 
torical parallel here too: witness the role of German technical education 
in America’s economic development only a little more than half a century 
ago. The Prebisch (implicit) pessimism in this department is of interest, 
since he did much to foster and finance study in the U.S. of young Ar- 
gentines on his staff when he was gerente of the Argentine Central Bank. 

16 We made much of protection, of course, but so does Latin America 
today. 
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Again, Prebisch can be answered by asking him to check the 
record. Locally-financed and run private electric power stations 
are not new in Latin America, nor are locally-determined ‘‘favour- 
able opportunities” always lacking. I may cite, for example, the 
important case of the very large Cia. Electricidad de Caracas. 
Besides, why should local pr'vate capital be pushed into 6-7 per 
cent investments—at the urging of some people—when the local 
capital in question usually realizes only to well that the oppor- 
tunity cost of such investments greatly exceeds 6-7 per cent? In 
a rational world—one devoid, among other things, of Prebisch- 
type phony rationalism—whole peoples would welcome foreign 
capital which was content with 6 per cent, since such a policy 
would release local capital for investment in higher-yielding 
undertakings.*® 


19 


An analyst could knock down nearly ** every one of the other 
specific illustrations which Prebisch believes support his side of 
the argument. Let me cite another case: he is also on weak 
grounds when he addresses himself to the “more difficult” prob- 
lem of petroleum *’—said to be difficult because of the “risks of 


exploitation” (physical) and the essentiality of “international 
supplies.” Without citing Argentina, the argument here is that 
his “third alternative’ would help, mainly to avoid nationaliza- 
tion,”’ by financing enterprise in terms of “management contracts.” 
I would rebut very succinctly: As an American, I am opposed 
to having my high taxes further increased to finance dubious 
schemes in Argentina of the kind which American companies 


17 Is not this phrase merely convenient lip service to the sensitivities of 
some Americans, which fools no informed student of inter-American 
economic relations? 

18 This statement, of course, is only a summary view of some of the 
essentials in the traditional doctrine of long-term international capital 
movements. 

19] share Prebisch’s general view of the problems of land tenure. His 
position in the paper under review is couched only in generalities, however. 

20 This is not the first time that Prebisch has expressed identical views 
on Latin American oil policy. For example, I have critically examined 
an earlier statement of his in my “On Anti-Venezuelan Economic Biases,” 
IAEA, Summer 1957, pp. 72-74. 


*1 Again, note the play to some American sensitivities. 





DEVELOPMENT ROLE 69 


would undertake on their own were it not for purely emotional 
and untenable local policies which Prebisch here seeks to ration- 
alize so unpersuasively. How many hundreds of millions have 
the Argentine people paid for imported oil which could be found 
locally by the right producers at a foreign exchange cost of only 
a relatively few millions in profits to foreign investors? ** The 
issue is as simple as that—and informed Americans know it. 
Vague talk about “a positive attitude towards development,” 
“academic prejudices grounded in a static concept of international 
trade,’ and the like, does not convert confusion into clearhead- 
edness. 

A word should also be said about Prebisch’s view of the role 
of the State in economic development. The lasting success of a 
development policy, he remarks in what the present writer regards 
as a very revealing statement, requires the combination of ‘‘effec- 
tive State control of the mainsprings of the economic mechanism 
with the greatest possible freedom of action for private enter- 
prise.” This may appear to be unassailable—at first glance. But 
what does it mean? To the Present writer, it must be read with 
the parenthetical insertion “given the control” after the word 

“action.” Hence, I regard the fancy language as nothing more 
than a plea for State control with as much freedom for enter- 
prise as is consistent with that control. But this is precisely the 
kind of attitude which repe/s rather than attracts private capital, 
slows mobility,”* etc., in countless cases in Latin America—as 
well as in most of the less-developed nations of the world. 

Finally, the present writer cannot avoid commenting on Preb- 
isch’s view of the way the Latin American masses visualize the 


22 Just in case there may be some doubts as to what this means, let me 
add that I am not arguing that Argentina should necessarily seek to 
attain self-sufficiency in oil under a system of private production. 

Let me also remark that “agonizing reappraisals’” of Argentine oil 
policy appear to be under way. See, for example, Commerce and Indus- 
try Minister Cueto’s statement that Argentina must reverse her position 
and allow foreign capital to help increase output. New York Times, 
March 13, 1958. 

*3 High mobility is of importance, even though it does not need to be 
of U.S. proportions. One-fifth of the U.S. population moved during 
the year ending March 1956. Monthly Labor Review, February 1958, 
p. 143. 
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U.S. attitude towards American foreign private investments. 
Again, he begins by attempting to disarm: American capitalism 
at home is fine, because it is ‘‘progressive’” and has the support 
of the masses and especially the labor unions. He even feels 
that the unions are “the strongest pillar of the system.” ** Preb- 
isch then interprets the feeling of the Latin American “masses”: 
they feel, he emphasizes without qualification, that the American 
attitude toward its foreign private investments may be summed 
up as one of “concern mainly with the improvement of investment 
yields,” *° a view which probably falls with the scope of Prebisch’s 
charge that Americans continue to pursue “‘obsolete nineteenth- 
century concepts of economic development.” When many Amer- 
ican firms are losing money in some parts of the area, not least 
in Prebisch’s own Argentina (and are allowed by their own 
government to “stew in their own juice’’), it is a sad commentary 
that a distinguished Latin American should make the unqualified 
statement which has just been cited. 


I am moved by the foregoing to invoke the good sense of a 
wise old American who remarked on being exposed to the 
views of a lively and impassioned orator, ‘Lots of words, but 
it all don’t add up to much.” Unfortunately, though Prebisch’s 
attitudes add up to an algebraic minus figure in the view of many 
American economists, they represent a substantial positive quan- 
tity in political Latin America. This may suggest where we should 
go from here. 


24 This is very debatable, to say the least. See, for example, a really pene- 
trating treatment by Edward H. Chamberlin, The Economic Analysis of 
Labor Union Power, American Enterprise Association, Washington, 1958. 

25 Whether Prebisch and his followers appreciate it or not, their ambiva- 
lence on foreign private investment is helping to foment or expand anti- 
foreignism in Latin America; and I dare say that their attitudes have 
even been a factor (though small) in the ugly riots and other deplorable 
manifestations against foreign workers—mainly the large numbers of 
Italian immigrants—on the part of the least literate sector of Venezuela’s 
labor force during and following the overthrow of Perez-Jimenez, both 
in the capital and the interior. Public opposition to such mob action by 
some Venezuelan labor unions and the Junta are to be commended, espe- 
cially since appeals for sanity emphasized the immigrants’ important 
contribution to Venezuelaa development. 





Developmental Financing for 


Latin America: 
The Failure of the Exim Bank 


By Simon G. Hanson+ 


On March 13, 1958, the U.S. Ambassador to the United Nations 
was asked: “In the light of your close contact with Latin Amer- 
ican delegates at the United Nations, do you think more emphasis 
should be shifted to U.S. aid and attention to areas below the 
Rio Grande?” 

Mr. Lodge replied: “I believe we are doing that. Secretary 
Dulles summed it up concisely recently when he said ‘As 
their need grows, our desire to meet that need will grow 
correspondingly.’ ” * 

From the day he took office, has it ever been necessary for Mr. 
Dulles to wait for Latin America’s need to grow? Has not the 
whole performance of the United States on developmental financ- 
ing in the years 1953-1957 been essentially a manoeuver of 
contempt and disrespect for Latin America’s capacity even to 
understand when it was being given the brush-off? Is this what 
the good-neighbor policy has come to? 

At the time the Eisenhower Administration made its initial 
decision in this field, which consisted of the attempt to wreck 
the effectiveness of the Export-Import Bank instead of trying to 
increase its usefulness, Latin America’s 2.5% per year growth 


* Editor, Hanson’s Latin American Letter. Author of Economic Devel- 
opment in Latin America, Utopia in Uruguay, Argentine Meat and the 
British Market. 

1 New York Journal American, March 13, 1958. An interview with 
Henry Cabot Lodge. 


7. 
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in population and the requirement for political and social sta- 
bility of a minimum two to three percent per year widely-diffused 
increase in national income had already established the need. 


By the time Mr. Lodge spoke, the need was there in even more 
explosive terms because (1) the terms of trade had deteriorated 
by 15% since 1950, and were sinking dismally in many countries 
to even more unfavorable comparisons; (2) as the chairman of 
the Bank of London & South America had noted in his annual 
report for 1957, it was possible that we were now in an era of 
world abundance in raw materials and immense competition was 
probably in prospect such that “there is little in the immediate 
future to suggest a return to the conditions of the last ten years,” ° 
and (3) forecasts were being released which suggested a decline 
in Latin America’s exports by $0.7 to $1.0 billion from the $8.5 
to $9.0 billion level of 1957. To an area so heavily dependent 
on exports for its well-being, these factors suggested that Mr. 
Dulles’ long wait for Latin America’s need to grow had become 
dangerous to the whole inter-American relationship. To appre- 
ciate the significance of the prospective drop in purchasing power, 
it might be noted that in 1957, the et balance-of-payments assist- 
ance from the Export-Import Bank, the World Bank, and Inter- 
national Cooperation Administration combined for Latin America 
had come to less than a quarter of a billion dollars, and the 
three-year average had been well under $200 million. 


Let us be frank. The “need was growing” even as this Admin- 
istration toured the long conference trail from Caracas to Rio 
to Buenos Aires, resisting the introduction of any flexibility into 
developmental financing, extolling continuously the mythical ex- 


2 The Chairman saw among the factors contributing toward a change 
in the international economic climate: (1) The persistence of large farm 
surpluses in North America, the disposal of which cannot be dealt with 
by normal methods, (2) the growing capacity of USSR and to a lesser 
extent China to export raw materials and to finance and export capital 
goods on a substantial scale, (3) military developments which might tend 
to new weapons that use raw materials on a smaller scale than before. 
In these circumstances he argued that business and government should 
reconsider current trade policies and financial techniques to meet the 
challenge of what may prove to be a new era in the international 
economic field. 
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pansion of activity by the Exim Bank which it planned never to 
permit, meeting an increasingly hostile reception everywhere in 
Latin America. 

When Mr. Dulles led his delegation into Caracas, the Export- 
Import Bank was in a year when it was to provide Latin America 
with net disbursements of less than $50 million. 

When Secretary Humphrey arrived in Rio to renege on the 
pledges given by the United States to Latin America at Caracas, 
it was on the eve of a new year in which the Exim Bank was 
to receive more in repayments and interest from Latin America 
than it disbursed on Latin American loans! 

When Secretary Anderson flew into Buenos Aires to insult 
Latin America with the brevity of his visit, he could hold out the 
display of a year in which about $100 million net was being 
afforded by the Export-Import Bank; half of the $100 million, 
however, was accounted for by a bailout operation intended to 
relieve U.S. businessmen who had again over-extended them- 
selves in one of the countries and accordingly had rushed to 
obtain retroactive cost-free insurance for their carelessness! 

Clearly, the Administration could not hope to fool all the 
people all the time. And it had become increasingly clear that 
it was increasingly difficult to fool all the Latin Americans some 
of the time or some of the Latin Americans all the time. But 
on April 1, 1958, Mr. Dulles at his press conference was still 
at his old tricks: The problem is a difficult one ‘‘which is being 
studied actively by Mr. Dillon, our deputy for economic affairs, 
by the Secretary of the Treasury, by the Export-Import Bank, and 
by other agencies of the Government.” 

In February and March 1958, the leading newspaper in San- 
tiago Chile, smarting justifiably under the World Bank’s cavalier 
treatment of Chile, had not minced words in attacking the spirit 
that was being displayed in Washington. Chile had had the 
studies, all of them. It had had a major agricultural survey 
which if implemented might have sufficed to strengthen Chile 
measurably for an ordeal like the decline in copper prices, but 
there had been no implementation. Merely more studies. The great 
newspaper reviewed the developments of the period 1955-1957: 
In 1955 Washington had informed the Chileans that with infla- 
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tion rampant, loans could not be made until recommendations 
for correction of the situation were implemented. Chile had 
accordingly launched its stabilization program. By mid-1956 
the World Bank had issued a report that was optimistic and 
applauded the effort being made by Chile. And in June 1956 
the President of the World Bank in a letter released to the press 
had indicated his hope that new loans could be considered before 
the end of 1956 if the stabilization effort continued to be effec- 
tive. The current Finance Minister had interpreted this as a 
promise of aid and had so informed the press. The loans were 
not forthcoming, and the Minister left his post. Now, the paper 
went on, twenty months have elapsed without aid during a period 
in which the stabilization program had been maintained with 
great sacrifice. 


El Mercurio said bitterly: ‘“The time has come to find out 
whether the lending agency in Washington is merely a business 
bank linked with other elements of the private capital market in 
the search for safe risk-/ess investments, or whether it is an agency 
dedicated to effective stimulation of economic development.” 
Since the decisions of the World Bank and the Exim Bank have 
common origin, the criticism applied with equal effectiveness to 
the whole lending community in Washington, of which the 
Exim Bank was the hub for Latin America. “If,” the newspaper 
went on, “we are dealing with purely ‘business banks’ in Wash- 
ington, then Latin America as a whole stands in serious danger 
of being dragged into political and social trouble.” 


On March 10, 1958, the newspaper issued a warning that 
merited serious attention: “The worst thing that can happen to 
a country is to be frustrated in its aspirations for progress—to 
be depressed and deceived, thus providing the basis for social 
unrest.” ° For North Americans brought up on the sincerity of 
the good-neighbor policy as it had been developed by Hull and 
Welles, the introduction of the spirit of deception and outright 


8 See El Mercurio, February 17, 1958, March 10, 1958. The paper 
warned that the policies of the World Bank had already hurt the West 
in the case of the refusal of Aswan Dam financing for Egypt and the 
consequent losses of the West in that area. 
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prevarication since 1953 had become the central issue in evaluation 
of the State Department’s efforts in Latin America. 

At the very moment, the U.S. Secretary of Defense was telling 
the House Foreign Affairs Committee that Latin America was 
so vital to the security of the United States that we would not 
permit (repeat permit) any unfriendly government to take over 
a strategic point in Latin America: 

Question: ‘How seriously would our defense plans be inter- 
fered with if unfriendly governments should take over some 
strategic points in Latin America?” 

Secretary McElroy: “I do not think this country could 
permit it.” 

Question: “But I do not know that there is anything we can 
do about it.” 

Secretary McElroy: “There is something we can do about 
it . . . There are certain things that this country cannot 
permit and that is one of them.” * 

The Defense Secretary was not telling the House Foreign 
Affairs Committee that we intended to intervene constantly in 
Latin America as we had in Guatemala. What he intended to 
convey to the Committee was the need to win the confidence and 
friendship of Latin America. As he put it: “What we are trying 
to do is to beat that by establishing friendly relations.” Yet, is 
persistent deception the road to “friendly relations?” 

Was there in fact any evidence to support Mr. Dulles’ con- 
tention that as Latin America’s need grows, “our desire to meet 
that need will grow correspondingly ?” 

(a) The undisbursed credits available to Latin America at the 
Export-Import Bank on February 28, 1958 were actually four 
percent lower than on December 31, 1956. That is to say, as 
the need grows, the willingness to meet that need declines. 

(b) Net disbursements (disbursements minus repayments) 
on Latin American loans at Exim Bank in 1957 had been less 
than one-third as much as in 1953. Gross disbursements were 
little more than one-half as much as in 1953. And of course 


* Hearings before the House Foreign Affairs Committee on ‘Mutual 
Security Act of 1958,” 85th Congress, Second Session, Part II, Feb. 
26-27-28, 1958, p. 311. 
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they had been inadequate even in 1953—when as a matter of 
record the great effort was being made to destroy the Bank. 


(c) In the three years 1955-56-57, disbursements on Latin 
American loans at Exim Bank had been virtually the same amount 
as repayments and interest collections so as to provide Latin 
America with virtually no assistance on balance of payments. 

(d) For all of Latin America, the net disbursements on Latin 
American loans at Exim Bank in the five years 1953-57, excluding 
assistance rendered to American corporations to bail them out 
from their misjudgments of credit situations, totalled only $50 
million per year. This, for an area of 175 million people doing 
some $7 to $8 billion per year in imports from all sources, and 
with the future of $8 billion in extremely remunerative American 
direct investments at stake. This, for an area in which the cabinet 
officer in charge of the military defense of our country had said 
we could not permit unfriendly regimes to take over and in which 
the friendliness and confidence of the people was an imperative 
of American security. 

(e) For all of Latin America, excluding Brazil, net disburse- 
ments averaged $30 million per year in the five years 1953-57. 
Was this to be taken as Mr. Dulles’ measure of Latin America’s 
need, until its need might grow enough to command additional 
attention? It is to laugh. 

Convincing as is this statistical picture of the ‘sincerity of Mr. 
Dulles’ approach to developmental financing, and of the decep- 
tion practiced at each inter-American conference of the period, 
the qualitative analysis of the performance is even more sickening. 

(a) Less than one-third of the disbursements of the Export- 
Import Bank on Latin American loans in the period 1953-57 rep- 
resented financing of the economic infrastucture, financing for 
the public works type of project, which constitutes the ideal area 
for the Bank since it is an area of investment unlikely to prove 
attractive to private investment. The Bank has shown an aver- 
sion to financing of the field of investment most in need of help 
in Latin America. And simultaneously it has shown a prefer- 
ence for becoming a substitute for the private capital market for 
financing American corporations so that they might be able to 
avoid recourse to the private money market. Such a turn in 





Of 


atin 
dunt 
atin 
nts. 
atin 
ding 

out 
$50 
oing 
and 
‘ican 
inet 
said 
hich 
ative 


urse- 
3-57. 
rica’s 
ional 


Mr. 
ecep- 
riod, 
ning. 
port- 
| rep- 
x for 
area 
srove 
aver- 
help 
refer- 
+t for 
le to 
rm in 


THE FAILURE OF THE EXIM BANK 77 


events was never anticipated by the Congress. And it runs coun- 
ter to the legislative intent of the Congress as displayed by the 
successive legislation regarding the Bank. 

The Bank argues, for example, that W. R. Grace & Company 
with its tremendous industrial and transport complex, including 
a bank of its own and participation on the board of a major 
bank, could never have raised $300,000 (this is three hundred 
thousand, not million) in the private capital market in 1954 
and accordingly that it was necessary for the government to pro- 
vide the financing. Under the same thesis, the disbursements 
of the Bank have proceeded increasingly as substitutes for private 
financing, although simultaneously, as Congressman Patman ably 
suggested at the hearings of the House Banking and Currency 
Committee on the Exim Bank legislation in 1958, the same cor- 
porations were demanding that the government refrain from 
financing domestic small business on the grounds that such 
government action violates the free enterprise system! 

A specific illustration of this philosophy of government may 
be found in the hearings on S. 2376 to provide relief for the 
mining industry of the United States in 1957.° At that time a 
bipartisan group of senators was seeking aid for the hard-pressed 
mining industry of the west, as U.S. mines closed down under 
the impact of heavy imports of foreign lead and zinc, and lower 
prices in world markets, and as the volume of mining in Mexico 
and Peru for the time being remained virtually unaffected. At 
that time, the same great corporation, W. R. Grace and Company, 
did not hesitate to come down to Washington to testify that the 
government should not intervene to help avert unemployment 
in the distress areas, that the philosophy governing the govern- 
ment should be that ‘“‘the situation will take care of itself after 
perhaps a relatively brief period of suffering.” In other words, 
the government should count on free competition, on the free 
enterprise system, and disregard the suffering and misery. And 
when a distinguished Senator, Kerr, asked whether this was the 
same company which was living on aviation subsidies, shipping 


° Hearings before the Senate Finance Committee on S. 2376, “A bill 
to impose import taxes on lead and zinc,’ 85th Congress, 1st Session, 
July 22-24, 1957, p. 174. 
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subsidies, tax relief subsidies, and a host of other government 
aids, the Grace Company testified that the aid to Grace & Com- 
pany must be considered a special subject. Special indeed! 

What is significant here is that the default of the Exim Bank 
on its central function of assisting in Latin American public-works 
financing has resulted in the flood of proposals at each session 
of Congress for new institutions which would do the same job 
but wholly at the expense of the U.S. taxpayer by concealed 
grants. Would it not have been better for the Export-Import 
Bank to have devoted its funds to the primary need of Latin 
America? Particularly at a time when Mr. Dulles was probing 
so feverishly for signs of a ‘need’? 

What is also important is that the deterioration incident to 
the present policy orientation of the Exim Bank is cumulative, 
for the more the Bank acts as a substitute for the private capital 
market, the more it puts at a disadvantage the investors who 
would proceed in the American way with investment of their own 
funds privately raised as against the investors who go into Latin 
America under the cloak of the Exim Bank, hoping thereby to 
occupy a privileged position in the Latin American country by 
reason of the publicized involvement of the official U.S. bank 
in the project. In other words, the system is destructive of the 
very institution of private investment, properly defined, which the 
Congress had theoretically been trying to protect. 

And it should be noted further that as we default on inter- 
governmental financing for public works types of projects, we 
invite the imbalance and maladjustments of the economies which 
may well jeopardize the future of private investments as well. 
For, expropriation in terms of seizure of property is not the real 
menace in most countries today. It is essentially an outdated 
vehicle of policy. The real hazard is silent expropriation, i.e., 
actions taken to make business unprofitable. And if there is one 
certain result of imbalance, it is this type of creeping silent expro- 
priation, against which no U. S. government system of guarantees 
can be evolved. 

(b) Roughly two-fifths of all disbursements on Latin American 
loans in the period 1953-57 consisted of bailouts of American 
corporations which were essentially mobilizing cost-free retro- 








1ent 
om- 


ank 
orks 
sion 

job 
aled 
port 
atin 


bing 


it to 
tive, 
pital 
who 
own 
Latin 
yy to 
y by 
bank 
f the 
h the 


inter- 
. we 
vhich 
well. 
> real 
dated 
, ie., 
s one 
xpro- 
intees 


rican 
rican 
retro- 


THE FAILURE OF THE EXIM BANK 79 


active insurance from the Exim Bank, again distinctly contrary 
to the intent of the Congress. This was a blow against economic 
development in Latin America, for it represented the financing 
of imports which did not carry a maximum relationship to eco- 
nomic development, it absorbed the limited capacity to carry 
constructive financing, and it discriminated within the American 
business community between those firms which believed that under 
a free enterprise system they must evaluate the risks and if nec- 
essary surrender market-position rather than to ship loosely, and 
those who cynically counted on being able to mobilize the U. S. 
government to bail them out and who thereby derived advantage 
in market penetration by such “‘astuteness’’ and lack of principle. 


If the same $400 million had been devoted to developmental 
financing for the economic infrastructure of the same countries, 
i.e., devoted to public works which are not attractive to private 
investment and which are accordingly the optimum area of gov- 
ernment cooperation, an immense contribution would have been 
made to the strengthening of the economies and to providing 
the economic stability and base for private industrial investment 
which is so desired in the inter-American relationship. Instead, 
the borrowing countries were compelled to use a large propor- 
tion of their limited capacity to carry indebtedness to finance 
much less desirable imports shipped in defiance of the credit 
situation by over-eager exporters counting on the knowledge 
that whatever happened the government would be available to 
carry the risks without charge. 


When an evaluation is made of Latin America’s need and of 
this government’s demonstration of desire to meet that need, 
it is imperative that a differentiation be made between the aid 
rendered Latin America and the aid rendered American corpora- 
tions to cover up their misjudgments and to carry their risks for 
them, which under the free enterprise system, they are theoreti- 
cally being paid to carry. 


(c) Early in this Administration, Mr. Dulles emphasized to 
the Congress his belief that it is ‘the spirit that counts” in foreign 
policy and particularly in execution of the good-neighbor policy. 
The point was a good one. And it is a useful concept to apply 
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in analysis of the effort made by the Administration to meet the 
needs of Latin America for developmental financing. 

There has been, for instance, in recent testimony of Export- 
Import Bank a strange emphasis on earnings record, on earning 
power, on minimal bad debts. This is ‘‘strange” because through- 
out the legislative history of the Bank there is no indication that 
this Bank was set up to become a source of revenue for the 
United States Government. In fact, most congressmen of both 
parties would object to the establishment of government businesses 
simply for the purpose of making maximum profits. 

Instead, the Bank was assigned a role in the promotion of 
American foreign trade, and the Congress has viewed it increas- 
ingly as a vital instrument in developmental cooperation with 
the under-developed areas, particularly Latin America, where 
the previous administrations had won the Bank a splendid repu- 
tation, a prestige which served this nation so well. 

The origin of the Eisenhower Administration’s miscarriage 
of the purpose of Exim Bank legislation is not obscure. In 
January 1954, Senator Capehart, spokesman for the Bank in the 
Congress and drawing on what seems to be an incredible fund 
of ignorance for so fine a businessman, urged on the Bank that 
“you might well charge more interest to these foreign interests 
that borrow from the Export-Import Bank . . . I think you 
would charge them according to the going rate in their own 
country . . . The going rate on bank loans (in their own coun- 
tries) runs anywhere from 8 to 16 to 18 percent . . . My point 
is that the borrowers in these countries would be perfectly willing 
to pay more interest . . . They need the loans very badly 
isis 
What more perfect manner could be devised to discredit Amer- 
ican cooperation with Latin America than to assume the role of 
a usurer, to get our friends over a barrel and then to flog them 
mercilessly ? 

At the time, even Republican Senator Bush quietly noted that 
the basic interest rate structure must derive from the creditor 


® Hearings before the Senate Banking and Currency Committee on S. 
Res. 25, “Study of Export-Import Bank and World Bank,” 83rd Congress, 
2nd Session, Part I, p. 172-173. 
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country’s money market, and that the Bank is after all an arm 
of American foreign policy. And Senator Sparkman pointed 
out that the question is “whether we are trying to make a profit 
or whether we are trying to stimulate and develop industry that 
will profit us in the long run . . . in other words, we are not 
operating the loans for the purpose of profit.” 

Yet, the splendor of the earnings record is thrown up to the 
Congress at every occasion as a reason for avoiding interference 
with the policy of the Bank. 

It is true that the Bank has asserted publicly that it doubts 
that the height of the interest rates affects seriously the volume 
of financing that could be carried by Latin America. The low- 
interest offers of the Russians naturally excited the Congress to 
a curiosity about our “earnings” approach. But the fact is that 
interest rates and terms of repayment DO affect the volume of 
loans that can be carried by a Latin American country, and that 
the attempt of the Bank to maximize earnings has been respon- 
sible in part for the successive proposals to set up new institu- 
tions which would grant lower-interest loans or concealed-grants 
and thereby average out the cost of money from Washington 
to a lower figure. 


Capehart: “I don’t know why you worry so much about this 
interest rate, particularly, because we find the interest rate 
throughout the world is very high. The going rate of bank 
loans runs anywhere from 8 to 16 to 18 percent. On export 
business, the borrower in the other country is paying it. If 
he goes to his own bank to borrow money, in most of these 
countries, he pays from 8 to 16 percent for borrowing money, 
and yet you loan him money at 4 and 414 percent when the 
rate in his own bank, his own lending institutions in his 
own country, runs anywhere from 8 to 16 percent.” 


Bush: “Is it not fair to observe that if the money market 
is 4 and 414 percent, you do not lend money at 8, 9, or 
10 percent just because the money market in Brazil might 
be that?” 

Capehart: “1 am saying that you might well charge more 
interest to these foreign interests that borrow money from 
the Export-Import Bank.” 
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Bush: “You mean charge them above the going rate here? 
Capehart: “I think you would charge them according to the 
going rate in their own country.” 

Bush: “! think it is doubtful . . . I think you charge them 
in the money market in which the money is being loaned.” 
Capehart: “Whether it is loaned in Brazil, Argentina, Chile 
or Peru and the going rate down there is 12 percent?” 
Sparkman: “Is not the question this: Whether or not under 
this operation we are trying to make a profit, or whether 
we are trying to stimulate and develop industry that will 
profit us in the long run? In other words, we are not 
operating the loans for the purpose of profit.” 

Bush: “I think that has a distinct bearing. The Bank is 
presumably an arm of our foreign policy.” 

Capehart: “My point is that the borrowers in these countries 
would be perfectly willing to pay more interest . . . They 
need the loans very badly now .. .” 


While the Bank very smugly chose to brush off Senator Prox- 
mire when he questioned “why you are charging three times or 
more as much interest as you are paying the Treasury,’* and 
while the Bank has never changed its attitude expressed to a 
Senate Committee in 1954 when it boasted of what a good deal 
it had put over on Brazil in the famous bailout loan, perhaps 
the last word, as far as inter-American relations are concerned, 
will stem from the famous words of our one-time very great 
friend in Brazil, Mr. Oswaldo Aranha, that “we got the worst 
treatment from our best friends.” We may pay well for each 
boast of the Exim Bank as to its earnings maximization.* 


* Hearings before the Senate Banking and Currency Committee on S. 
3149, “A bill to increase the lending authority of the Export-Import Bank 
of Washington,” 85th Congress, 2nd Session, February 3, 1958, p. 23. 

® The Bank boasts that it has revised its markup above base to 11/4 to 
2% as against the old 1%, and that the base has also been boosted from 
the old “computed annual interest rate on all outstanding U.S. govern- 
ment debt” to “current rate on U.S. obligations of similar term. 

In 1954 the Bank testified that one-half of one percent was much 
more than enough to cover administrative expenses. The new formula 
became especially sticky when the Bank tried to explain the manner in 
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(d) Disturbing as is the accent on earnings, the constant reitera- 
tion of the minimal loss record of the Bank is even more 
objectionable, for there is here an element of deliberate misrep- 
resentation which ill becomes a public corporation. 


The Bank has constantly asserted that its write-offs constitute 
a very infinitesimal fraction of one percent of its outstandings. 
Yet, the Budget Bureau testified on February 4, that 3.4% of 
the Latin American outstandings are delinquent and unpaid as 
of December 31, 1957.° Included are two loans which have 
attracted attention as discreditable situations, and one which has 
been partially investigated by a Senate Committee with findings 
not exactly complimentary to the Bank. The Bank on its part 
has insisted that it cannot permit public discussions of cases of 
this kind because the situations are “delicate.” One reporter was 
even banned from future press conferences for having indiscreetly 
raised a question regarding one of the loans at a press confer- 
ence. Another of the delinquencies has been reported in the 
press as involving an extraordinary degree of carelessness or cor- 
ruption with which the Bank chose not to interfere until the 
enterprise collapsed, taking an administration with it. 

If there be included in the delinquencies the Bolivian loans 
which are being serviced out of the U.S. Treasury by means of 
ICA grants, the proportion of Latin American outstandings in 
trouble becomes seven percent, which is a quite different matter 
from the testimony on this subject presented to the Congress. 

And since we have been involved in so many of the borrowing 
countries all over the world in providing funds to cover the 
so-called “dollar gap,” a part of which arises from maintenance 
of service on Exim Bank loans, the record of the Bank in no 
small way reflects merely the willingness of one agency of the 
U.S. Government to service the loans of another agency of 
the same government. It would be healthier for all concerned to 


which interest was being shared with commercial banks when they par- 
ticipated without assumption of risk. The signs of a “free ride’ were 
embarrassing. 

® Hearings before the Senate Finance Committee on H.R. 9955, An 
Act to provide a temporary increase in the public debt.’’ 85th Congress, 
2nd Session, January 27, 28, February 4, 7, 1958, p. 312. 
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have the record on delinquencies properly presented and under- 
stood, and were this done there would be a greater degree of 
Congressional examination and analysis at each appearance of the 
Bank to boost its lending authority. 


This does not mean that the Bank should take less risks than 
it now assumes in its lending operations. It could not take less. 
On the contrary, the unwillingness of the Bank to assume risk 
is one of the greatest objections that can be made to its execu- 
tion of its role as an instrument of American foreign policy. 
What is important, first, is to understand that the management 
has been rolling up a very substantial portion of bad debts even 
while it has shown the current reluctance to assume risk—and 
that this is concealed by the ability to tap the U.S. Treasury for 
cover. The portfolio would appear to reflect on the quality of 
the management. Second, it would appear to raise important 
questions as to the basic assumptions of lending policy. For 
what purposes should the Bank lend? Certainly, a whitewash 
which evades all the major issues, such as was conducted by the 
Senate Banking and Currency Committee in 1954, does not appear 
to be the answer to this problem. 


(e) In this connection, one continuing assumption of the Bank 
is central. That is, policy with respect to financing of petroleum 
entities in countries in which the people and the government have 
indicated clearly that they have their own ideas as to how they 
want the industry to be developed. 

During the hearings on the mutual security program in Feb- 
ruary 1958, the director of International Cooperation Adminis- 
tration told the House Foreign Affairs Committee that in offering 
grants abroad, we are influenced by the fact that there are “‘pat- 
terns of social and business practice in underdeveloped nations 
in which the United States cannot impose its own way of doing 
things on sensitive peoples.” Is there any room for similar 
sensitivity where we are making loans rather than grants? At 
what point are we justified in challenging the rights of a sov- 
ereign people to choose whatever line of economic development 
it wishes ? 

And if it be admitted that petroleum in the given country is 
the area which merits top priorities in economic development, 
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is it economically wise to have this government support low- 
priority fields just because we are opposed to the method which 
the country prefers for its top priority area? What is the nature 
of the mysticism regarding petroleum? The Bank has not hesi- 
tated to finance government steel plants, public power, govern- 
ment owned railways, government distribution of farm equipment, 
and the like. Why the blackout on oil? 


Recently a British commentator on Argentina’s struggle for 
a viable economy without which democratic government in that 
country would appear to be doomed, noted that a proposal made 
in 1954 for $100 million of financing would, if implemented then, 
have put the Argentines in 1958 in the position of having an 
immense addition to their petroleum availabilities plus the break- 
ing of a bottleneck. Instead, the U.S. Government said that it 
prefers government-owned steel plants even though the project 
is lacking in the economic merit that the oil proposition has. 
And so at a bitterly difficult period in Argentine history, the 
country reached 1958 with neither the oil nor the steel plant 
functioning. A minor amount of money had been disbursed on 
the steel venture (some $3 million) and the oil venture has 
not advanced. 


Experts on Latin American development have argued continu- 
ally that a policy of moderate assistance to the petroleum entities 
of Argentina and Brazil—consistent with the Bank's support of 
government-owned steel mills and other government ventures— 
could unleash an era of balance of payments solvency, of trade 
expansion for American exporters, such as would challenge imag- 
ination of even the most optimistic foreign trader, that it could 
enhance the earning power of non-petroleum direct investments 
in these countries, that it could serve to demonstrate to the 
Latin American governments and particularly to the people who 
have chosen this particular path of development in the given 
industry that their sovereign right to select their own method and 
form of economic development is respected by the United States. 

Some months ago, when the Russian drive into Latin America 
began to command the attention of the American press, the New 
York Herald Tribune, flagship of the Republican Party, demanded 
editorially that we abandon the fetish regarding assistance to 
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the petroleum entities and that we finance them out of the Exim 
Bank before the Russians seize the initiative and provide the 
impetus (and receive the credit for it) to the vast expansion 
which would be incident to petroleum financing in these countries. 

It would be ridiculous for the United States with its generation 
of carefully built up policy in Latin America to turn now to 
counter-punching as the determinant of policy. Policy in the 
Latin American area might better proceed from constructive 
analysis and constructive effort, from sincere intention to imple- 
ment our many promises to the Latin American peoples, and 
not as a defensive action against Russian movements. This 
country has a well-defined and genuine interest in the inter- 
American relationship, and it should not require Russian prodding 
or Russian needling to alert us to the mistakes and shortcomings 
of our present policies. 

Yet, it would be foolish not to sense that our mistakes in this 
area receive top-level attention in Russia. The State Department 
has always known that its evasions and its idle promises and its 
policy of deception of the Latin Americans would reach the end 
of the line, if there were any challenge to export volume. The 
Department has also known that the Russians would not indefi- 
nitely neglect this area—and now, with their increasing capacity 
to market capital goods of the type needed in Latin America 
and with their capacity to play an important role in world com- 
modity markets, they can provide a serious challenge to an 
inflexible inadequate U. S. policy. 


Certainly the Exim Bank’s emphasis on earning record, on the 
ability to avoid showing losses by having other agencies cover 
up bad loans, is not the answer to this problem. Certainly the 
reluctance to provide financing for basic public facilities and 
the increasing use of Exim Bank resources to enable private 
investors to avoid recourse to the private money market is not 
the answer. Certainly the use of a major portion of Exim Bank 
disbursements to bail out corporations from business risks which 
they properly assume as part of the job for which their profits 
compensate is not the answer. And certainly diverting American 
funds to low-priority projects does not represent the maximum 
use of American money. 
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A Note on Relative Costs of 
Production in Latin American 
Factories 
By Jobn Hickey* 


During the hearings of the House Ways and Means Subcom- 
mittee on Foreign Trade Policy in December 1957, the preliminary 
results of a survey conducted by the National Industrial Confer- 
ence Board on relative costs of production here and abroad were 
introduced into the record.’ Although individual firms heavily 
engaged in direct investment abroad have reached well-defined 
conclusions as to relative productivity and profitability of opera- 
tions in particular countries, no comprehensive body of factual 
information on relative costs of production is available. The 
survey made by the Conference Board was extremely modest. 
Yet, its conclusions are of interest, particularly as they may sug- 
gest even more fruitful lines of inquiry to university economists 
in the Latin American field. 

For Latin America, the survey covered 49 cases, quite under- 
standably concentrated heavily in Mexico and Brazil, the great 
industrial powers of Latin America, and concentrated heavily 
also in chemicals and related industries, and food and kindred 
industries. (See Table I). The findings for Latin America may 
be summarized as follows: 

(a) Unit labor costs for the production of identical or nearly 
identical products tend to be almost uniformly lower in Latin 
America than in the United States. (See Table II). 


* Mr. Hickey is the author of ‘Barriers to Inter-American Trade: The 
Economics of Self-Pity” in Volume 10, No. 1 of this journal; “The 
Venezuelan Food Supply” in Volume VII, No. 4; and many other articles. 

'Hearings before the Subcommittee on Foreign Trade Policy of House 
Ways and Means Committee, 85th Congress, 1st Session, Pursuant to 
H. Res. 104, pp. 553-569. 
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(b) The labor cost differential tends to be very heavy. In 
eleven out of fifteen cases studied in Mexico, unit labor costs 
were under 55% of the U.S. costs; in Brazil eight out of twelve 
were under 55%; in Argentina, five out of six were under 55% 
of the U.S. labor costs. (See Table III). 

(c) The labor-cost advantage tends to be lost because of an 
advantage by the U.S. factories in costs of direct-materials. In 
twenty-two out of thirty-five cases in Mexico, Brazil and Argen- 
tina, unit costs of direct materials were higher than in the United 
States. (See Table IV). 

(d) The disadvantage in terms of direct-materials is very sub- 
stantial. In Mexico, three out of four industries observed suffer 
direct-materials costs higher than parallel industries in the United 
States, and seven out of sixteen range well above 115%. In 
Brazil, virtually all cases observed suffered the direct-materials 
disadvantage and in almost half of the cases, the margin ran 45% 
or more, which is a very substantial differential. 

(e) On overhead, which is defined as the residual after taking 
out materials and labor (for instance, fuel costs), the Latin 
American factories tend to fare well, with a majority of cases 
running under the U.S. costs. (See Table V). 

(f£) For total unit costs in Latin America, the area tends to be 
on the high side, despite the labor-cost unit differential. Twenty- 
five out of forty-nine cases showed total unit-costs exceeding those 


TABLE I 
NATURE OF THE SAMPLE 
(Number of Cases) 


Mex. Braz. Argen. Venez. Colom. Cuba Chile Peru 


Food and similar 3 2 1 2 1 0 0 1 
Textile mills 0 0 1 0 0 0 0 0 
Pulp, paper 1 1 1 0 0 0 0 0 
Chemicals, etc. 8 6 0 1 1 2 1 0 
Rubber products 1 1 1 1 1 1 0 0 
Leather, etc. 1 0 0 0 0 0 0 1 
Instruments 0 1 0 0 0 0 0 0 
Fabricated metal 2 2 2 0 0 0 0 1 
6 4 3 
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In TABLE II 
-osts RELATION OF LATIN AMERICAN LABOR TO U.S. Costs 
elve (Number of Cases) 
5% Mexico Brazil Argentina 
Costs lower than U. S. 13 11 5 
f an Costs same as U.S. 1 1 0 
In Costs higher than U. S. 1 0 1 
gen- oath and ae 
1ited 15 12 6 
sub- TABLE III 
uffer MAGNITUDE OF Cost DIFFERENCES 
rited (Number of Cases) 
In Mexico: 
rials Total Direct-Materials Labor Overhead 
45% Under 55% of U.S. 0 0 11 3 
5). £0 94% 7 3 2 7 
king 95 to 115% 6 6 1 0 
-atin 116 to 145% 3 6 1 2 
cases Over 145% 0 1 0 3 
“en 16 16 15 15 
enty- Brazil: 
deans Under 55% of U.S. 0 0) 8 2 
55 to 94% 1 0 3 4 
95 to 115% 5 1 1 3 
116 to 145% 4 6 0 2 
Over 145% 4 6 O 1 
Peru — = _— sisal 
1 13 13 rz 12 
0 Argentina: 
0 Under 55% of U.S. 0 0 5 1 
? 55 to 94% 5 4 0 3 
: 95 to 115% 0 0 0 1 
_ 116 to 145% 0 1 0 0 
' Over 145% 1 1 1 1 
3 6 6 6 6 
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for operations in the United States, and eight reported costs 
about the same as in the United States. (See Table VI). 

(g) The survey finds little correlation between countries in 
which production costs are low and those in which American 
capital investment is high. The anomaly of direct investment 
being heaviest in a country like Brazil where costs are relatively 
high is left unexplained. “Currency fluctuations while obviously 
of no slight importance in comparing country production costs 
probably do not provide the entire explanation . . . the heavy 
inflow of American investments into a country in itself may 
extert pressure on costs by precipitating increased competition 
for available local resources . . . Most important, low production 
costs alone obviously do not motivate firms to locate abroad.” 

(h) No relationship of broad significance is found between 
unit costs and volume of output. The generally lower volume 
of operations abroad does not appear to exert any upward bias 
upon comparative foreign costs. 

(i) Fringe benefits are increasingly significant in unit labor 
costs here and abroad, and perhaps more so abroad, but the 
central significance still attaches to the difference in the wage 


TABLE IV 
RELATION OF LATIN AMERICAN-MATERIALS Costs To U. S. Costs 
(Number of Cases) 


Mexico Brazil Argentina 
Costs lower than U. S. 3 0 
Costs same as U.S. 5 1 0 
Costs higher than U.S. 8 12 2 
16 13 6 
TABLE V 


RELATION OF LATIN AMERICAN OVERHEAD Costs To U.S. Costs 
(Number of Cases) 


Mexico Brazil Argentina 
Costs lower than U.S. 10 6 
Costs same as U.S. 0 1 0 
Costs higher than U.S. 5 5 2 


15 12 6 
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rate. ‘Some companies reporting on Latin American operations 
quoted fringe benefits as high as 40 to 50 percent of total unit 
labor costs but more generally the range was from 25 to 30 per- 
cent.” As a guide to the policy of a prospective investor, a study 
based on so limited a sample suffers from the fact that in Latin 
America, administrative law is so dominant and the specific 
relationship with influential government officials capable of bend- 
ing under inducement so important, that individual company 
experiences may reflect more the particular competence of a 
single government-relations executive of a particular company 
rather than the impact of the structure of labor law on unit 
labor costs. 


TABLE VI 
RELATION OF TOTAL UNIT Costs To U.S. Costs 
(Number of Cases) 


Mexico Brazil Argentina 
Costs lower than U.S. 7 1 5 


Costs same as U.S. 4 3 0 
Costs higher than U.S. 5 9 1 


16 13 6 


(j) Differences in the nature of quality of materials used 
abroad tend to have little effect on comparative costs, but higher 
prices of materials make an impact on the relative costs. 

(k) “Where capital requirements are the lowest, it is most 
definitely cheaper to produce abroad.” Where capital investment 
is the highest, domestic production appears to have the advantage. 

Commentary. It should be noted that the Board itself makes 
no extravagant claims about the quality of the sample used in 
the survey. In fact, it remarks that “the lack of comprehensive 
information on business activity abroad made it impossible to 
design this sample in accord with the approved precepts of scien- 
tific sampling.” The description of the effort made inclines one 
to doubt, however, whether full use was made of such knowledge 
as is available on the American direct-investment community 
abroad. “This questionnaire was sent to a large sample of Amer- 
ican business firms, over a thousand in all. This sample neces- 
sarily had to be designed by us, for no existing frame was avail- 
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able from which any such sampling could be made. That is an 
interesting comment in and of itself—that we have no compre- 
hensive or current list at the moment of American companies 
doing business abroad. Many of our letters came back with the 
respondents saying: “We do not know why our name is on your 
list. We are not at the moment engaged in producing abroad.’ ” 
We are actually not quite in such bad shape on this subject as 
the Board thinks. 

The sample was clearly not reliable for generalization for 
Latin America as an area, for the individual countries, or for 
industrial lines. A Colombian complex composed of a food 
plant, a chemical plant and a rubber plant, makes up an inade- 
quate basis for judgment of the industrial situation. A single 
chemical sample for Chile surely is unsatisfactory. And even the 
more numerous observations in Mexico and Brazil do not meet 
the needs. 

The survey thus tends to be a pseudo-scientific presentation 
of the obvious. In general, throughout the Latin American field 
(and it should be noted here that the Board survey was not a 
Latin American survey exclusively—it covered the world) we 
hae been getting persistent reiteration of what is already known. 

This stems partly from the ignorance of the Foundations which 
have been concentrating their grants largely in hands where 
ignorance is the primary qualification and where accordingly the 
investigations projected tend to bring the promoters merely 
up to the level of knowledge already possessed by experts in the 
field. The great need at the moment is for studies which will 
break new ground. 

Probably the most useful examination that could be made 
today in the Latin American field, as far as relative costs of 
production are considered, from the viewpoint of public policy, 
would be full-scale studies of Volta Redonda, Paz del Rio, and 
Acero del Pacifico. There is a whole body of mythology regard- 
ing the great steel plants that cries out for systematic examina- 
tion on the detailed scale that a first-rate doctoral candidate at 
Harvard or Chicago or California would be capable of. A can- 
didate for the PhD. in economics could with a two-year stay 
in Brazil or Chile or Colombia provide a major contribution to 
both the economic history of Latin America and to the formu- 
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lation of public policy both here and in Latin America. It 
would take a postponement of field work until the doctoral can- 
didate had accomplished both the language needs and the knowl- 
edge of the industry. But it would mean an almost automatic 
rise of a first-grade graduate student to a position of prominence 
in the field. It is perhaps a measure of the unsatisfactory state 
of Latin American studies in our universities that serious studies 
of this kind have been so systematically avoided. As long as 
the teaching is confined so largely to academic experts who are 
at best one assignment ahead of the students, however, it is too 
much to hope for first-rate dissertations in this field. 

Another line of useful study would be across-the-board inves- 
tigation of parallel activity by an individual company in Latin 
America. It is true that cost-data constitute a competitive advan- 
tage that would not be readily yielded up by an individual 
company lest it aid a competitor. But there is a body of material 
on the experience of individual companies that might be forth- 
coming under a properly defined study under proper auspices. 

It is not clear from the Conference Board’s analysis to what 
extent the data often represent a single company’s experience 
in several Latin American countries. That is to say, whether 
the six countries for which observations on “chemical industries” 
were obtained represent in fact the experience of one or two 
companies operating generally throughout the Latin American 
area. 

The data on the raw-material disadvantage suggest the need 
for integrated developmental programs which will assure a par- 
alleling of the industrial advance with production of the materials 
needed for the industry. It might be noted that in a country 
like Brazil, with its vast and largely untouched potential for 
raw material production, the disadvantages stemming from the 
““direct-materials” factor may be expected to dissipate once the 
country seeks a better balance in its developmental activity. Yet, 
for the moment it appears that the tendency is for greater imbal- 
ance in the rather wild zeal for industrialization. 

The Board concluded with the observation that the survey’s 
evidence supports the conclusion that “the most important single 
determinant of unit cost and its trend is the nature of the specific 
product. This underscores the need for specific industry studies.” 
This obvious conclusion will not be challenged. 
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